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* They  carry  the  hopes  of  democracy  everywhere.  Upon  their  prompt 
arrival  hinge  decisions  and  events  of  world  importance,  j j 


Assistant  Director  Meg  Ventrudo  and  Museum 
volunteer  Saeko  Okada  prepare  artifacts  for 
the  Pan  Am  exhibit. 


From  the  fall  of  the  wall  in  1989 
to  the  recent  crumbling  of  Saddam 
Hussein’s  Ba’ath  party  regime,  we 
have  witnessed  within  a few  short 
decades  the  introduction  of  democ- 
racy and  capitalism  where  tyranny 
once  held  dominion,  from  East  Berlin 
to  Baghdad. 

A century  ago,  American  technol- 
ogy more  subtly  telegraphed  Western 
ideals  to  a global  audience  through  a 
shared  fascination  with  the  fast  pace 
of  scientific  progress.  Perhaps  no 
breakthrough  was  as  revolutionary  in 
its  time  as  the  discovery  of  flight  by 
the  Wright  Brothers  in  1903,  fulfilling 
a desire  as  old  as  mankind:  to  be 
liberated  not  from  tyranny,  but  from 
gravity  itself.  This  summer,  the 
Museum  will  tip  its  hat  to  aviation’s 
centennial  with  a fun  exhibition  on 
the  era  of  the  “Flying  Clipper,”  the 


period  from  1935  through  1946  when 
Pan  American  Airways  pioneered  many 
important  “firsts”  in  commercial  air 
travel.  A print  ad  proclaimed  that 
“Pan  American  Clippers  are  helping 
to  shape  history.  They  carry  the  hopes 
of  democracy  everywhere.  Upon  their 
prompt  arrival  hinge  decisions  and 
events  of  world  importance...  The 
Clippers  are  more  than  U.S.  emissaries 
of  trade.  They  are  Uncle  Sam’s  ambas- 
sadors of  good  will.  They  carry  Amer- 
ica’s traditions  of  freedom  to  55  lands. 
They  strengthen  our  ties,  and  build 
our  prestige  with  these  neighbors.  And 
finally,  they  serve  as  this  country’s 
lifelines  of  defense,  linking  our  island 
outposts  and  bases  in  one  strategic 
network.”  These  romantic  years  of 
early  aviation,  when  America’s  power 
and  influence  were  elegantly  carried 
aloft  to  distant  shores  on  the  wings  of 
the  Yankee,  Dixie,  and  China  Clippers, 
ended  when  the  fleet  was  pressed  into 
military  service  during  World  War  II. 
By  war’s  end,  turboprops  had  replaced 
the  flying  boats. 

In  conducting  her  research,  Assis- 
tant Director  Meg  Ventrudo  uncovered 
a little-known  Wall  Street  connection 
to  company  founder  Juan  Trippe,  who 
launched  his  airline  career  with  an 
early  seaplane  commuter  service  here 
in  New  York.  A frequent  passenger  on 
Trippe’s  Long  Island  to  Manhattan 
morning  run,  later  a top  career  execu- 
tive at  Pan  Am,  was  Howard  Dean,  a 
broker  at  the  NYSE-member  firm  of 
Struthers  & Dean -and  grandfather  of 
the  current  governor  of  Vermont. 


Founder’s 
Letter 


By  John  E.  Herzog, 
Chair 


Finally,  we  note  the  sad  passing 
recently  of  two  other  pioneers,  each 
influential  in  their  fields  and  in  the 
growth  of  the  Museum.  Former 
Trustee  John  Westergaard  and  nation- 
ally-regarded numismatist  Douglas 
Ball,  both  longtime  supporters  of  the 
Museum,  will  be  long  remembered 
here  for  their  contributions  to  making, 
and  preserving,  financial  history.  UD 
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Message  to  Members 


By  Brian  C.  Thompson,  Executive  Director 


In  our  gallery  and  here  in  the  pages  of 
Financial  History  we  have  celebrated 
the  exemplary  accomplishments  of 
manv  people,  from  industrialists  and 
inventors  to  financiers,  and  from  time 
to  time  service  and  achievement  behind 
the  scenes  here  at  the  Museum  rises  to 
a level  so  exceptional  that  it,  too,  is 
deserving  of  a pedestal  and  a spotlight. 
Our  Editorial  Board,  which  oversees 
the  publication  of  this  magazine, 
recently  voted  to  confer  on  their  long- 
time colleague  Diana  E.  Herzog  the 
designation  and  distinction  of  “Editor 
Emerttae,"  following  her  decision  to 
step  down  from  that  distinguished 
panel.  Diana  has  been  associated  with 
the  magazine  since  her  role  in  the  first 
appearance  of  its  progenitor.  Friends 
of  Financial  Histor\',  in  1978  — pre- 
dating by  10  years  the  founding  of  the 
Museum  by  her  husband,  John.  Since 
then  she  has  been  instrumental  and 
invaluable  in  the  rise  of  both  institu- 
tions-and  m the  development  of  a 
global  audience  for  the  subject,  not 
only  through  her  roles  here  as  advisor, 
advocate,  and  benefactor,  but  also  as 
president  of  the  auction  house  R.M. 


Snmhe  tic  Co.  and  through  her  lead- 
ership in  the  field  of  scripophily, 
including  her  recent  service  as  presi- 
dent of  the  Manuscript  Society.  She 
has  left  an  indelible  imprint  on 
both  the  Museum  and  the  magazine  in 
a warm  and  humane  spirit,  which  she 
has  helped  to  instill  in  both  in  the 
form  of  an  enduring  core  commitment 
to  the  proposition  that  financial  his- 
tory is  the  history  of  people  and  their 


endeavors.  Although  she  is  retiring 
her  editorial  red  pen,  her  mark  here  is 
writ  large,  and  we  thank  her.  03 


friends 


of 

Financial  History 


Financial  History  magazine  traces  its  roots  to 
its  progenitor.  Friends  of  Financial  History, 
first  published  in  1978. 


THE  MUSEUM  IS  GRATEFUL  FOR  THE  SUPPORT  OF  THE 
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The  Dow  Jones  Foundation 
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Salomon  Smith  Barney  Inc. 
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To  add  your  company  to  the  Museum’s 
growing  list  of  corporate  members,  please 
call  Jenny  Hirschowitz  at  212-908-4604. 
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Financial  Historians  and  Authors 
Speak  at  Spring  Series 


British  historian  and  NYU  professor  Niall  Ferguson  (right), 
author  of  Empire,  with  John  and  Diana  Herzog. 


Hamilton  biographer  Willard  Sterne  Randall  signs  copies  of  his  book  at  the  Spring  Author  Series. 


This  Spring,  the  Museum  invited 
members  and  friends  to  listen  to  lead- 
ing financial  historians  and  authors 
speak  about  their  recently-published 
works.  The  four-part  author  series, 
organized  in  partnership  with  the  New 
York  University  Stern  School  of  Busi- 
ness, attracted  nearly  1,000  attendees. 

Pulitzer-nominated  author  Willard 
Sterne  Randall  kicked  off  the  series  on 
February  26  with  his  talk  on  Alexander 
Hamilton:  A Life,  his  new  biography 
of  the  nation’s  first  Secretary  of  the 
Treasury.  Randall  provided  a glimpse 
into  the  public  and  private  life  of 
Alexander  Hamilton,  from  his  inaus- 
picious beginnings  as  an  orphan  in 
the  Caribbean  island  of  Nevis  to  his 
invention  of  the  American  banking 
system  and  the  modern  corporation. 

On  April  1,  Wall  Street  legend 
Muriel  Siebert  spoke  about  life  as  a 
woman  in  the  male-dominated  financial 
services  industry,  including  how  she 
overcame  the  gender  barriers  on  Wall 
Street  to  become  the  first  woman  to  own 
a seat  on  the  New  York  Stock  Exchange. 
According  to  her  book,  Changing  the 
Rules,  Siebert  arrived  in  New  York  in 
the  mid-1950s  with  only  $500  and  a 
used  Studebaker.  Now,  50  years  later, 
she  is  the  only  woman  to  head  a pub- 
licly traded  national  brokerage  firm. 

Less  than  a week  after  the  Ameri- 
can edition  of  his  book  debuted, 
British  historian  Niall  Ferguson  spoke 
on  Empire:  The  Rise  and  Demise  of 
the  British  World  Order  and  the 
Lessons  for  Global  Power.  Ferguson, 
a Senior  Research  Fellow  at  Oxford 
University,  is  NYU’s  Herzog  Professor 
of  Financial  History. 

Financial  historian  and  American 
Heritage  columnist  John  Steele  Gordon 
capped  off  the  series  on  April  23  with 


a talk  on  the  emergence  of  Wall  Street 
as  a world  power,  based  on  two  of  his 
most  recent  books,  The  Great  Game 
and  A Thread  Across  the  Ocean. 

A fifth  lecture  in  this  series,  scheduled 
for  May  20,  was  cancelled  due  to  the 


passing  of  Leon  Levy,  former  Oppen- 
heimer  Mutual  Funds  Chair  and 
author  of  The  Mind  of  Wall  Street.  Levy, 
a mutual  fund  pioneer  and  dedicated 
philanthropist,  will  be  greatly  missed 
by  the  Wall  Street  community  OH 
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Nobel  Prize  Exhibition  Features 
Treasures  From  the  Smithsonian  Collection 


By  Joyce  Chang 

The  Museum  unveiled  “The  Nobel 
Prize:  Celebrating  100  Years  of  Cre- 
ativity and  Innovation,”  an  exhibition 
highlighting  some  of  the  century  s 
most  influential  Nobel  laureates,  at 
an  opening  reception  for  members 
and  friends  on  March  19-  The  exhibit 
was  curated  by  the  Smithsonian’s 
National  Museum  of  American  His- 
torv  and  its  Lemelson  Center  for  the 
Study  of  Invention  and  Innovation  in 
Washington,  DC. 

The  exhibit  portrays  renowned  lau- 
reates in  the  categories  of  chemistry, 
medicine,  physics,  literature,  peace 
and  economics.  It  features  personal 
items  and  scientific  instruments 
belonging  to  Nobel  Prize  winners 
from  the  past  century  including 
Milton  Friedman’s  briefcase,  Albert 
F.instein’s  handwritten  notes,  political 
memorabilia  from  Martin  Luther  King, 
Jr.’s  civil  rights  speeches,  scientist 
Willard  Libby’s  revolutionizing  radio- 
carbon dating  chamber,  Leo  Esaki’s 
Sony  radio  diode,  and  a 1959  Nobel 
Prize  medal  and  ceremony  program. 

The  opening  reception  featured 
guest  speakers  Dorothy  Ginsberg 
Lemelson,  Chair  of  the  Lemelson 
Foundation,  and  Arthur  Molella, 
Director  of  the  Lemelson  Center.  Mrs. 
Lemelson  created  the  foundation  with 
her  husband,  Jerry,  to  encourage  and 
inspire  young  inventors,  innovators, 
and  entrepreneurs.  Jerry  Lemelson 
had  been  one  of  the  world’s  most 
prolific  inventors  and  is  responsible 
for  inventions  ranging  from  bar  code 
readers  and  fax  machines  to  crying 
baby  dolls.  According  to  Molella,  the 
foundation’s  goal  is  “to  inspire  kids  to 
aspire  towards  achievement.” 


Museum  members  view  the 
Nobel  Prize  exhibitor  at  an  opening 
reception  on  March  19. 


Exhibit  curator  William  Eastman,  a 
museum  specialist  at  the  Lemelson 
Center,  also  attended  the  exhibit  open- 
ing. He  said  that  while  this  exhibit  is 
smaller  than  the  original  version  he 
installed  in  Washington,  it  is  comparable 
in  scope  and  captures  the  full  message 
of  the  original  exhibit.  This  is  due  largely 
to  the  inclusion  of  two  interactive 


Museum  Chair  John  Herzog  (L)  presents 
Arthur  Molella  (C)  ami  William  Eastman  (R) 
from  the  Lemelson  Center  with  a framed 
exhibit  poster. 


exhibit  features  which  enable  visitors 
of  all  ages  to  watch  and  listen  to  dozens 
of  laureates  speak  about  their  inspira- 
tions, their  work,  and  their  lives. 

Eastman  said  the  most  difficult  part 
of  curating  the  exhibit  was  choosing 
which  laureates  to  include  because 
more  than  700  people  (2.50  Americans) 
have  won  the  Nobel  Prize  since  its 
continued  on  page  5 3 


The  opening  of  the  "The  Nobel  Prize"  exhibit.  From  left  to  right:  Museum  Trustee  William  Pinzler, 
Executive  Director  Brian  Thompson,  Founder  and  Chair  John  Herzog,  Lemelson  Foundation  Chair 
Dorothy  Lemelson,  Lemelson  Center  Curator  William  Eastman,  Lemelson  Center  Director  Arthur 
Molella,  Finance  Museum  Assistant  Director  Meg  Ventrudo,  and  Smithsonian  Affiliations  Coordi- 
nator Joanne  Flores. 
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Museum  Commemorates  Centennial  of  Flight 

with  Pan  Am  Exhibition 


On  June  io,  2003,  the  Museum  will 
unveil  “Pan  Am  and  the  Golden  Age 
of  Air  Travel,”  an  exhibition  featuring 
artifacts,  photographs  and  original 
documents  from  Pan  American  Air- 
lines— a pioneer  in  air  travel.  The 
exhibit  will  coincide  with  the  centen- 
nial anniversary  of  the  Wright  brothers’ 
first  successful  flight. 

The  exhibit  will  focus  on  Pan  Am’s 
clipper  period,  from  1935  through  1946. 
Highlights  include  vintage  route  maps, 
advertisements,  signage,  postcards, 
brochures,  and  a collection  of  hand- 
written correspondence  from  a Pan  Am 
advertising  manager  to  his  fiancee 
including  his  South  American  itineraries 
from  1941  -1942.  Financial  documents, 
such  as  Pan  Am  stock  certificates  and 
annual  reports,  will  also  be  featured. 

“Pan  Am  and  the  Golden  Age  of 
Air  Travel”  will  be  on  display  this 
summer  alongside  “The  Nobel  Prize: 
Celebrating  100  Years  of  Creativity 
and  Innovation.”  It  will  run  through 
October  31,  2003.  ED 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts: 


Benefactor- $50,000+ 

Mr.  George  M.  Jones,  III 
Mr.  and  Mrs.  S.N.  Roditi 

Patron- $10,000+ 

Mr.  Theodore  R.  Aronson 

Sponsor -$1,000+ 

Ms.  Molly  G.  Bayley 
Mr.  George  Needham 

Alexander  Hamilton  Society- $500+ 

Mr.  Thomas  J.  Asher 

Mr.  Ben  A.  Indek 

Mr.  Gary  Grear 

Dr.  Richard  Sylla 


Mr.  Brian  F.  Trumbore 
Mr.  Alexander  Wohlgemuth 

Smithsonian  Affiliate  Members -$150+ 

Mr.  Jonathan  Auerbach 

Mr.  Arnold  Beiles 

Dr.  & Mrs.  Gene  Block 

Mr.  Jay  A.  Buckingham 

Mr.  Michael  A.  Carabini 

Mr.  & Mrs.  Steve  Ehrlich 

Mr.  Lawrence  Falater 

Mr.  Keith  C.  Kanaga 

Dr.  Alan  S.  Luria,  MD 

Mr.  Martin  E.  Messinger 

Mr.  Ted  Moudis 

Ms.  Suzanne  J.  Muntzing 


Mr.  Robert  L.  Plankenhorn 
Mr.  Peter  Poulakakos 
Mr.  Laurence  B.  Siegel  and 
Mrs.  Connie  O’Hara  Siegel 
Mr.  Murry  Stegelmann 
Mr.  Charles  R.  Treuhold 
Dr.  James  E.  Welch 
Ms.  Kathleen  Wilson 
Ms.  Roberta  Woldow 

The  Museum  thanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and 
service  mission,  please  call  Jenny 
Hirschowitz  at  212-908-4604. 
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Museum  Provides  Learning  Experience  for  Students 


The  Museum  has  become  an  impor- 
tant resource  for  students  of  all  ages 
researching  the  history  of  business  and 
finance.  Many  students  utilize  the 
Museum’s  services  in  their  homes 
and  schools  through  the  Museum’s 
website,  where  they  access  historical 
information  and  use  the  "Ask  the 
Curator”  burton  to  contact  resident 
historian  Meg  Ventrudo  with  their 
questions.  Some  then  visit  the  gallery 
and  make  appointments  to  use  the 
library  and  archives  to  dig  more 
deeply  into  the  subject  matter  and 
incorporate  primary  source  materials 
into  their  research.  For  students  eager 


Eight-year-old  Edward  visited  the  Museum 
with  a group  of  children  from  Citigroup  on 
"Take  Your  Daughters  and  Sons  to  Work  Day." 

to  learn  about  both  the  history  of  Wall 
Street  and  what  it  takes  to  work  in  a 
museum,  the  Museum  also  provides 
opportunities  for  high  school  and 
college  interns. 


Noah  Posnick,  a student  at  Columbia  Prepara- 
tory School,  interviews  Meg  Ventrudo  for  his 
documentary  of  Wall  Street. 


Students  inter- 
ested in  using  the 
Museum's  research 
services  should  call 
2 1 2-908-4609,  e-mail 
curator@financial- 
history.org,  or  consult 
the  Museum’s  web- 
site at  financialhis- 
tory.org.  na 


Museum  intern  Katherine  Podkalicki  with  her 
display  at  the  New  York  Museum  School's 
annual  internship  fair. 


Mergers  & Acquisitions  Advisor 
to  Host  Museum  Fundraiser 

The  Mergers  & Acquisitions  Advisor , the  leading  magazine 
geared  towards  professionals  in  the  mergers  and  acquisitions 
industry,  will  host  a Museum  fundraiser  during  its  annual  con- 
ference and  expo  in  June.  The  event,  a summer  cocktail  recep- 
tion at  the  New  York  Athletic  Club  in  Manhattan,  will  be  held 
on  June  17  from  6:30-8:30  pni.  Tickets  for  this  event  start  at 
$250.  If  you  would  like  to  attend,  or  to  receive  additional 
information,  please  call  the  Museum  at  212-908-4695  or 
e-mail  info@financialhistory.org. 


Tlie  Premier  M&A  Event  of  the  Year 


The  6th  Semi-Annual 

Mergers  & Acquisitions 

Advisor  Conference  and  Expo 


Closing  More  Middle  Market  M&A  Deals  Successfully 


www.maadvisor.com/conference 

June  17-18,2003 

New  York  City 

Increase  Your  Deal  Activity  in 
Middle  Market  M&A: 


• Close  and  integrate  more  deals 
successfully 

• Avoid  investor  and  SEC  scrutiny 

• Leam  how  to  comply  with  the  Sarbanes- 
Oxley  Act 

• Uncover  the  nght  transactions  for 
your  situation 

• Maximize  your  company’s  value 
and  investments 


• Take  advantage  of  the  hidden 
opportunities  in  a challenging  environment 

• Access  the  latest  products  and  services  in 
the  unique  M&A  Exhibit  Hall 

• Network  with  the  most  influential 
dealmakers 

• Attend  breakout  sessions  covering  the 
hottest  topics  in  strategy,  accounting  and 
valuation 


To  Register: 

Call  1-877-99-MERGH 
(1-877-996-3743) 

Fax  to  1-718-396-1351 
Register  online  at: 
www.maadvisor.com/ 
conference 


The  Private  Equity  and  Capital  Expo 

June  17,  2003  afternoon 


"fflf  MERGERS  &*t 

1 h >ADVISOR 
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I Want  My  Dividend! 

By  Brian  Grinder  and  Dan  Cooper 


dividends  Vividendi 


“Why  do  firtns  pay  dividends ? I think 
investors  simply  like  dividends.  ” 

— Fischer  Black 

Last  summer  on  The  Wall  Street 
Journal  opinion  page,  Jeremy  Siegel 
bemoaned  the  demise  of  the  dividend. 
He  noted  that  “in  past  bear  markets, 
the  dividend  yield  served  as  a natural 
cushion  for  falling  stocks.”  As  man- 
agers began  to  focus  on  capital  gains 
in  the  1990s  bull  market,  dividends 
apparently  went  out  of  fashion. 
According  to  The  Economist,  in  the 
1950s  90  percent  of  American  compa- 
nies paid  dividends,  but  by  1999  only 
20  percent  engaged  in  the  practice. 
Yet,  as  Siegel  points  out,  over  the 
entire  history  of  the  stock  market 


roughly  three  quarters  of  a stock’s  real 
return  has  come  not  from  capital  gains 
but  from  dividends.  The  bear  market 
of  the  past  three  years  has  made  this 
fact  painfully  real  to  many  investors. 
1 want  my  dividend! 

For  years  academics  have  wondered 
why  corporations  pay  dividends. 
Theories  abound,  yet  there  is  no  satis- 
factory explanation  for  their  persistence. 
Although  several  leading  financial 
economists  have  predicted  the  eventual 
end  of  the  dividend  as  we  know  it,  the 
lowly  dividend  appears  poised  for  a 
comeback.1  In  their  book  Dividend 
Policy:  Theory  and  Practice,  George 
M.  Frankfurter  and  Bob  G.  Wood 
correctly  argue  that  financial  econo- 
mists have  exhibited  an  appalling 


lack  of  interest  in  the  historical 
development  of  dividend  policy,  but 
their  conclusion  that  today’s  dividend 
payments  are  merely  “symbolic 
liquidations  solely  determined  by 
managers”  remains  unconvincing. 

In  the  1950s,  “I  want  my  dividend!” 
was  the  hue  and  cry  of  corporate  raiders 
who  set  out  to  wrest  corporations  from 
the  grip  of  conservative  managers  who 
were  convinced  that  the  country 
would  slip  back  into  depression  after 
World  War  II  ended.  A post-war  article 
in  The  New  York  Times  clearly  conveys 
this  fear:  “Higher  dividends  were 
warranted  as  long  as  wartime  earnings 
were  sustained,  but  the  changeover 
in  many  cases  is  going  to  reduce 
profits...  Directors  of  industrial  compa- 
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nies,  therefore,  clearly  are  bent  upon  a 
policy  of  caution  in  distributing  prof- 
its relating  to  the  period  of  abnormal 
prosperin'. ” Unfortunately  this  attitude 
persisted  in  some  corporate  boardrooms 
well  into  the  1950s:  a period  of  relative 
prosperity  where  the  dividend  payout 
ratio  reached  its  zenith.  However,  the 
first  indications  of  less  generous  dividend 
policies  began  to  be  evidenced  at  this 
time.  Economist  Harold  G.  Vatter  points 
out  that  dividends  as  a percentage  of 
national  income  fell  dramatically  in 
the  1 950s.  Furthermore,  the  percent- 
age of  profits  paid  our  as  dividends  in 
the  1 950s  was  substantially  less  than 
what  was  paid  in  the  19ZOS. 

In  1954,  the  Saturday  Evening  Post 
explained  corporate  raider  Louis 
Wolfson’s  method  for  identifying 
undervalued  companies:  “Sometimes  ... 
it  turns  out  that  a company’s  stock 
sells  below  par  because  it  pays  a meager 
dividend  which  does  not  lure  investors. 
And  this,  [Wolfson]  finds,  may  be  due 
to  the  fact  that  the  officers  and  direc- 
tors of  the  company  themselves  own 
little  or  no  stock  in  it.  They  are,  there- 
fore, not  interested  in  paying  large  div- 
idends... When  [Wolfson|  sniffs  out 
such  a situation...  he  pushes  its  earn- 
ings as  high  as  possible,  pays  out  a few 
good  dividends  to  enhance  the  value 
of  the  stock,  and  at  the  proper  time 
sells  out  for  a fat  capital  gain.” 

Other  raiders,  including  Robert 
Young,  Charles  Green,  Ben  Heineman, 
Leopold  Silberstein,  and  Thomas 
Mellon  Evans  took  companies  to  task 
for  their  paltry  dividend  payouts.  Green, 
deep  in  a proxy  fight  for  control  of 
United  Cigar-Whelan  Stores  Corpora- 
tion, wrote  a letter  to  the  company’s 
shareholders  excoriating  the  officers 
and  directors  for  enhancing  their  own 
salaries  during  a five  year  period  when 
profits  consistently  dropped.  Common 
shareholders,  he  noted  incredulously, 
received  no  dividends  during  this 
difficult  period. 


The  primacy  of  dividends  in  the 
minds  of  the  corporate  raiders  of  the 
1 9 50s  was,  no  doubt,  influenced  by 
Graham  and  Dodd's  seminal  invest- 
ments text  Security  Analysis  which 
states:  “The  prime  purpose  of  a busi- 
ness corporation  is  to  pay  dividends  to 
its  owners.  A successful  company  is 
one  which  can  pay  dividends  regularly 
and  presumably  increase  the  rate  as 
time  goes  on.”  Though  we  can  question 
the  motives  of  corporate  raiders,  espe- 
cially as  they  relate  to  concern  for  all 
shareholders,  it  is  difficult  to  deny  their 
ability  to  apply  financial  theory  in 
ingenious  ways.  Consider  for  instance 
the  application  of  capital  structure 
irrelevance  theory  to  the  leveraged 
buyout  activity  of  corporate  raiders  in 
the  1980s.  However,  the  question  we 
must  ask  is:  Were  these  mid-century 
raiders  incorrect  in  their  attitude 
towards  dividends?  Current  financial 
theory  implies  that  they  were  mistaken, 
but  current  theory  is  still  not  able  to 
adequately  explain  the  dividend  puzzle. 

It  does  not  follow  that  something 
should  disappear  simply  because  we  do 
not  completely  understand  it.  If  that 
were  the  case,  no  one  would  believe  in 
God,  the  appendix  would  be  eliminated 
through  the  evolutionary  process,’  and 
dividends  would  disappear.  If,  for  good 
reason,  dividends  are  headed  for  the 
exit  door,  why  is  there  so  much  oppo- 
sition to  Bush’s  plan  to  eliminate  the 
double  taxation  of  dividends?'  Fur- 
thermore, why  would  Microsoft,  a 
company  famous  for  not  paying  divi- 
dends, initiate  a dividend  earlier  this 
year?  Perhaps  Microsoft  management 
wants  to  follow  the  Graham  and  Dodd 
dictum  that  successful  companies 
increase  their  dividends  over  time.  By 
starting  with  such  a small  dividend,  it 
will  indeed  be  easier  to  increase  it  over 
time.  Or  perhaps  they  believe  another 
Graham  and  Dodd  observation  that 
managers  view  increasing  dividends  as 
“a  low  cost  instrument  of  restoring 
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investor  faith.”  (See  Frankfurter  and 
Wood,  p.  33) 

After  the  poor  performance  of  the 
past  few  years,  especially  by  stocks  in 
the  technology  sector,  and  after  the 
accounting  scandals  at  Enron  and 
WorldCom,  investors  may  be  in  need 
of  a confidence  building  dividend.  It 
has  been  noted  that  dividends  were 
useful  to  investors  in  bygone  eras 
when  good  information  was  hard  to 
come  by.  Our  current  accounting  crisis 
may  have  inadvertently  ushered  in  a 
new  era  where  credible  information  is 
lacking,  and  the  dividend  must  be 
called  on  to  do  yeoman’s  work,  Ga 

Brian  Grinder  is  a member  0/  Finan- 
cial History’s  editorial  board  and  a 
professor  at  Eastern  Washington  Uni- 
versity. Dr.  Dan  Cooper  is  the  presi- 
dent of  Active  Learning  Technologies. 
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The  History  and  Development  of  the 

Chicago  Board  Options  Exchange 

OB 

By  Howard  A.  Baker 

BY  ANY  MEASURE,  the  creation  of  listed  options  by  the  Chicago 
Board  Options  Exchange  (CBOE)  is  one  of  the  most  significant  innova- 
tions in  modern  financial  history.  Using  many  of  the  concepts  of 
commodity  trading  and  clearing,  the  start  of  exchange-traded  stock 
options  on  the  CBOE,  on  April  26, 1973,  was  the  culmination  of  more 
than  five  years  of  effort,  mostly  to  overcome  regulatory  hurdles.  The 
result,  however,  was  a ground-breaking  market  that  brought  options 
into  the  realm  of  respectability  and,  for  the  first  time,  gave  investors 


the  opportunity  to  take  advantage  of  puts  and  calls,  to  hedge  the 
inherent  risk  of  owning  stock. 


The  first  day  of  trading  in  the  CBOT  building,  April  16,  1973. 


Call  Option  A contract  giving  the  right  to 
buy  a specified  number  of  shares  (usually 
100)  of  the  underlying  stock  at  a specified 
price  within  a specified  period. 

Exercise  Price  (Striking  Price)  The  price 
per  share  at  which  the  option  buyer  may 
buy,  in  the  case  of  a call,  or  sell,  in  the  case 
of  a put,  100  shares  of  the  underlying  stock. 

Expiration  Date  The  date  on  which  an 
options  contract  expires.  The  date  is  listed 
by  month  only  and  refers  to  the  Saturday 
following  the  third  Friday  of  the  month. 

Hedging  Lessening  a risk  of  loss  by,  for 
example,  offsetting  a long  position  in  one 
security  with  a short  position  in  a related 
security,  or  vice  versa. 


The  development  of  listed  options  is 
remarkable  because  it  was  the  first  time 
an  exchange  itself  designed  a security 
to  trade.  Before  that,  exchanges  simply 
waited  for  applications  to  be  filed  by 
public  companies  that  wanted  to  have 
their  shares,  bonds  or  warrants  listed. 
While  the  CBOE  did  not  invent 
options,  they  did  take  the  initiative  to 
dramatically  improve  them  by  stan- 
dardizing all  the  key  terms  of  contracts 
and,  in  the  process,  reinvented  them. 

Nurturing  the  Options  Idea 

The  roots  of  the  CBOE  have  been 
firmly  planted  in  Chicago  since  1968, 
a time  when  trading  volume  had 
dropped  significantly  in  the  grain  pits 
of  the  Chicago  Board  of  Trade  (CBOT), 
the  country’s  largest  futures  market. 
Then-existing  government  policies 
caused  many  agricultural  prices  to  fall 
and  remain  at  near-subsidy  levels. 
In  an  attempt  to  mitigate  the  ebbs 
and  flows  in  trading  during  these 
market  cycles,  a group  of  CBOT’s 
board  of  directors  was  eager  for  new 
investments  to  trade.  In  the  absence  of 
a development  department,  Joseph  W. 
Sullivan,  a 31-year-old  former  Wall 


Street  Journal  congressional  reporter 
who  had  recently  joined  the  CBOT  as 
an  assistant  to  the  president,  was  asked 
to  provide  assistance.  Noting  that 
securities  trading  activity  was  often 
counter-cyclical  to  futures  trading,  Sul- 
livan directed  attention  at  some  kind 
of  securities-related  instrument  that 
could  be  traded  in  a futures  market. 

Several  suggestions  were  deemed  to 
be  more  regulatory  trouble  than  they 
were  worth,  but  C BOT  was  determined. 
Sullivan's  group  became  intrigued  by 
an  academic  study  that  had  just 
been  released  by  two  Princeton  Uni- 
versity  economists.  Burton  Malkiel 
and  Richard  Quandt,  about  the  con- 
ventional (over  the  counter)  options 
market.  The  professors  saw  options 
as  an  intriguing  financial  instrument 
about  which  little  research  had  been 
done.  In  part,  their  study  examined 
various  strategies  and  found  several 
which  could  prove  quite  useful  to 
investors  in  hedging  the  risk  of 
stock  ownership.  But  for  the  market 
itself,  the  professors  observed  that 
wide  spreads  usually  existed  between 
bids  and  offers,  which  discouraged 
participation.  For  investors  who  did 
dabble,  most  found  they  were  locked 


Listed  Option  An  option  traded  on  a 
national  securities  exchange. 

Marketmaker  A dealer  who  holds  himself 
out  as  being  willing  to  buy  and  sell  secu- 
rities for  his  own  account  on  a regular  or 
continuous  basis. 

OTC  (Conventional)  Options  Non-listed 
pur  and  call  options  whose  expiration  dates 
and  exercise  prices  are  not  standardized 
and  not  cleared  or  guaranteed  by  a 
clearing  corporation. 

Put  Option  A contract  giving  the 
purchaser  the  right  to  sell  a specified 
number  of  shares  (usually  100)  of  the 
underlying  stock  at  a specified  price 
within  a specified  period  of  time. 

Secondary  Market  Provides  for  the  sell- 
ing and/or  buying  of  previously  bought  or 
sold  options  through  closing  transactions. 

Spread  The  difference  between  one  price 
and  another  (for  example,  between  the 
bid  and  ask  prices). 

Underlying  Stock  The  stock  subject  to 
bring  bought  or  sold  upon  exercise  of 
an  option. 

Writer  The  seller  of  an  option  com  vt 
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yet  were  not  registered  under  fed- 
eral or  state  securities  laws. 


i:  The  Standard  & Poor’s  too  pit,  1984.  2:  The  trading  floor  in  the  late  1970s. 
3:  The  trading  floor  in  1973.  4:  Writing  down  orders  in  the  late  1970s. 


into  their  position  until  they  either 
exercised  the  contract  or  allowed  it  to 
expire. 

Put  (sell)  and  call  (buy)  options  had 
operated  for  years  under  a cloud  of 
public  and  regulatory  mistrust,  and 
were  often  associated  with  gambling. 
Yet  despite  five  SEC  investigations 


between  1935  and  1961,  the  market 
continued  to  operate.  Most  business 
was  conducted  through  a few  special- 
ized firms  and  loosely  regulated  by 
an  unofficial  organization  called  the 
Put  and  Call  Brokers  and  Dealers 
Association.  Options  were  offered 
publicly,  often  via  newspaper  ads, 


Standardization: 

The  Key  Element 

Sullivan  and  the  CBOT  traders  real- 
ized that  the  key  to  developing  a 
successful  options  market  centered 
on  the  need  to  standardize  two  critical 
options  terms:  exercise  prices  and 
expiration  dates.  Standards  would 
allow  for  a secondary  market,  and 
standards  were  not  unique  in  com- 
modities. Much  of  the  success  in 
futures  lay  in  standard  contract 
terms.  Sullivan’s  group  believed  that 
if  exercise  prices  and  expiration  dates 
could  be  standardized  and  if  the 
number  of  different  contracts  could 
be  limited,  secondary  trading  would 
be  concentrated  rather  than  diffused. 
Continuous  secondary  trading,  along 
with  public  last  sale  prices  would 
make  the  market  transparent  and 
should  attract  participation. 

In  early  1969,  Sullivan  presented  a 
rough  proposal  about  the  new  market, 
already  called  the  CBOE,  to  the  CBOT 
board  of  directors.  It  received  a cold 
reception,  as  some  felt  that  developing 
a stock  options  market  would  open 
the  exchange  to  unnecessary  criticism 
because  options  on  commodities  had 
been  banned  for  30  years.  A blue- 
ribbon  advisory  committee  of  repre- 
sentatives from  the  CBOT  board,  and 
financial,  academic  and  institutional 
investor  communities  was  appointed. 
The  committee  worked  with  the 
economic  consulting  firm  of  Robert 
Nathan  Associates  in  a study  to  address 
the  benefits  of  options  and  consider  the 
impact  that  a new  options  market 
might  have  on  the  integrity  of  the 
existing  financial  system.  Known  as 
“The  Nathan  Report,”  it  argued  per- 
suasively that  a listed  options  market 
would  enhance  the  usefulness  of  the 
overall  financial  system  for  investors. 
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Ringing  the  hell  on  the  new  CBOT  trading  floor ; 19-4. 


Regulatory  Hurdles 

The  Nathan  Report  helped  break  down 
barriers  and  neutralize  opposition  in 
“official  Washington”  at  the  SEC 
and  Federal  Reserve  Board.  There, 
staff  demonstrated  little  understanding 
of  options,  usually  equating  options 
trading  with  gambling  and  commenting 
they  had  never  seen  a marker  manipu- 
lation that  did  not  involve  options. 
However,  a key  turning  point  in  CBOE’s 
efforts  occurred  when  CBOT’s  outside 
counsel,  Milton  Cohen,  a highly- 
regarded  former  staff  director  of  the 
SEC  study  of  the  securities  markets, 
met  one-on-one  with  SEC  Chairman 
William  Casey  in  mid- 1971.  Casey 
reportedly  did  not  oppose  the  idea 
of  an  options  exchange,  although  he 
did  not  embrace  it  outright.  Cohen 
suggested  the  SEC  approve  the  new 
exchange  to  trade  on  a trial  basis 
under  a “pilot  program.” 

Within  a few  months,  the  SEC 
advised  the  CBOT  in  an  October  14, 
1971  letter  that;  “...the  Commission 
finds  that  in  principle  the  proposed 
options  exchange  does  not  appear  to 
be  inconsistent  with  relevant  statutory 


requirements  and  standards.”  For  the 
next  16  months,  CBOE  lawyers  drafted 
and  re-drafted  proposed  rules  to 
govern  such  matters  as  floor  trading, 
sales  practices,  commissions  and  fees, 
suitability  and  supervision  of  accounts, 
registration  and  qualifications  of 
options  personnel,  advertising  and 
sales  literature,  prospectus  delivery, 
order  tickets,  margin  and  clearance, 
and  settlement,  all  in  an  attempt  to 
assure  that  adequate  regulatory  stan- 
dards would  be  in  place  to  protect 
investors.  Few  regulations  existed  at 
the  time  pertaining  to  options,  so  the 
SEC  frequently  could  not  determine 
whether  CBOE’s  proposals  were  in 
harmony  with  the  regulatory  frame- 
work that  was  expected  for  trading 
new  types  of  securities. 

On  a more  basic  point,  SEC  rules 
require  every  security  traded  on  an 
exchange  to  be  registered,  but  options 
had  never  been  defined  in  SEC  rules 
as  being  securities.  If  options  were 
not  securities,  how  then  could  they  be 
registered?  And  if  they  could  not  be 
registered,  how  could  CBOE  trade 
them?  Ultimately,  two  months  prior  to 
the  start  of  trading,  the  Commission 


determined  it  would  approve  CBOEs 
rule  proposals  and  permit  trading  to 
begin  as  a “pilot  program.”  The  com- 
mission also  proposed  a series  of  new 
SEC  rules  intended  to  fill  some  of  the  reg- 
ulator)' gaps  that  had  been  uncovered. 

On  the  Road  to  Start-up 

Meanwhile,  as  regulatory  issues  were 
being  addressed  in  Washington,  back 
in  Chicago  factions  within  the  CBOT 
membership  were  showing  signs  of 
disenchantment  over  the  rising  costs 
and  lack  of  progress  in  developing  the 
new  exchange.  The  Vietnam  analogy 
of  “why  are  we  in  a war  with  the  SEC 
that  we  can't  win”  made  its  way 
around  the  trading  floor.  It  was  still 
unclear  just  how  the  options  market 
would  fit  in,  if  at  all,  within  the  CBOT’s 
organizational  and  regulatory  frame- 
work. Further,  agricultural  contracts 
started  to  spring  back  to  life  with 
trading  activity  picking  up  and  the 
floor  populace  again  making  money. 
In  counter  cyclical  fashion,  it  was  the 
securities  markets  that  were  now 
bogged  down  with  lackluster  trading 
while  several  brokerage  firms  were 
experiencing  operational  and  financial 
distress.  The  NYSE  was  overseeing, 
and  in  many  instances  initiating, 
mergers  between  financially  strong 
and  weak  firms,  and  some  of  the  best 
known  and  oldest  Wall  Street  firms 
were  shutting  their  doors. 

It  was  in  this  environment  that 
CBOT  decided  to  draw  a clear  line 
between  the  commodities  and  securities 
activities  of  the  two  exchanges  to  avoid 
dual  regulation  by  the  SEC  and  CEA. 
Accordingly,  the  board  approved  a plan 
to  give  up  ownership  of  the  CBOE  and 
spin  it  off  as  a separate  entity  while 
retaining  for  CBOT  members  the  right 
to  subscribe  to  CBOE  seats. 

By  opening  day,  CBOE  had  sold 
nearly  170  memberships  at  $10,000 
per  seat.  In  addition,  several  CBOT 

continued  on  page  16 
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“These  Meticulously  Planned  and  Brightly  Enclosed  Structures, 

THESE  IDEAS  CONVENIENTLY  LOCATED  JUST  OFF  THE  GREAT  AMERICAN  HIGHWAY, 
HAVE  TAKEN  THE  CONCEPT  OF  ONE-STOP  SHOPPING,  AS  OLD  AS  THE  ANCIENT 
PUBLIC  MARKETS,  AND  TURNED  IT  INTO  A VIRTUAL  ONE-STOP  CULTURE,  PROVIDING 
A CORNUCOPIA  OF  PRODUCTS  NESTLED  IN  AN  ECOLOGY  OF  COMMUNITY, 
ENTERTAINMENT,  AND  SOCIETAL  IDENTITY.” 

— William  Severini  Kowinski 
Author,  The  Mailing  of  America 


Financial  History  - Spring  2003 


16 


WWW.riNANCIALHISTORY.ORG 


With  more  than  520  stores, 

11.000  year-round  employees,  4.2 
million  square  feet  of  building  space 
and  2.5  million  square  feet  of  retail 
space,  the  Mall  of  America  has  been 
the  country’s  largest  shopping  center 
since  it  opened  on  August  i 1,  i99±.  hi 
Bloomington,  Minnesota.  But  the 
mall,  which  bills  itself  as  a “retail  and 
entertainment  complex,”  is  much  more 
than  a place  to  shop.  Built  around  a 
seven-acre  indoor  amusement  park,  the 
mall  also  contains  eight  nightclubs,  14 
theater  screens,  49  restaurants,  a two- 
level  miniature  golf  course  and  an 
aquarium.  According  to  its  website, 
2,500  couples  have  been  married  in 
the  Mall  of  America,  which  could  fit 
258  Statue  of  Liberty  replicas  inside  it, 
contains  more  than  45  miles  of  phone 
lines  and  is  unheated  — no  need,  the 
weekly  number  of  visitors,  between 

600.000  and  900,000,  plus  miles  of 
lights,  generate  enough  heat  on  their 
own.  If  one  of  these  weekly  visitors 
spent  10  minutes  inside  each  store  in 
the  mall,  it  would  take  that  person 
more  than  86  hours  to  visit  them  all. 

According  to  the  International 
Council  of  Shopping  Centers  (ICSC), 
the  Mall  of  America  is  one  of  a whop- 
ping 45,721  shopping  centers  in  the 
United  States  (though  95  percent  of 
these  are  strip  malls,  with  only  1,182 
enclosed  malls  in  the  country).  In  2001, 
these  centers  accounted  for  half  of 
all  non-automotive  U.S.  retail  sales, 
$1.18  trillion.  Also  in  2001,  shopping 
centers  collected  S50.3  billion  is  state 
sales  taxes  and  employed  10,842,900 
people  — not  bad  for  an  industry  that 
barely  existed  50  years  ago. 

As  Eric  Nelson  details  in  Mall  of 
America:  Reflections  of  a Virtual 
Community,  at  the  start  of  the  19th 
century  there  were  only  about  a dozen 
U.S.  cities  capable  of  supporting  spe- 
cialty shops.  For  most  Americans,  who 
lived  outside  of  these  urban  centers,  the 
general  store  was  it  — if  you  couldn’t 
buy  it  there,  chances  were  you  couldn’t 
buy  it  at  all. 


But  toward  the  end  of  the  19th  cen- 
tury, two  new  forms  of  retail  emerged. 
After  the  Civil  War,  America's  economy 
boomed,  producing  a prosperous  middle 
class  that  could  afford  to  indulge.  “In 
their  purchases,"  writes  Nelson,  they 
sought  a ‘lifestyle.’"  In  cities,  this  led 
to  the  rise  of  the  large,  glitzy  department 
store,  which  transformed  the  utilitarian 
act  of  shopping  into  an  exciting  pas- 
time, a form  of  entertainment  in 
which  the  seeds  of  today’s  “lifestyle 
center”  shopping  mall  can  be  found. 
In  the  countryside,  thanks  to  the 
growth  of  the  railroad  industry,  parcel 
post  and  Sears,  Roebuck,  and  Co., 
consumers  could  satisfy  all  of  their 
shopping  needs  and  desires  through 
mail  order  catalogs. 

As  Nelson  points  out,  the  “Home- 
stead Bible”  and  parcel  post  provided 
a window  into  an  exciting  new  urban 
world.  Just  as  the  railroad  had 
brought  goods  to  the  country,  it 
brought  people  to  the  city.  As  urban 
centers  drew  more  and  more  people, 
they  underwent  important  spatial 
changes.  “Cities  increased  in  size  and 
area  and  also  in  internal  structure  as 
speculators  constructed  class-segre- 
gated residential  suburbs  for  white- 
collar  workers  and  managers  at  the 
circumference  of  the  city,”  Kenneth  T. 
Jackson  writes  in  Crabgrass  Frontier: 
The  Suburbanization  of  the  United 
States.  For  some  cities,  this  process 
began  quite  early,  between  the  years  of 
1815  and  1835. 

The  idea  of  building  planned  shop- 
ping districts  away  from  metropolitan 
downtowns  did  not  occur  until  much 
later,  when  traffic  congestion  began  to 
plague  many  larger  cities.  In  1922, 
J.C.  Nichols  opened  the  Country  Club 
Plaza  in  Kansas  City,  Missouri.  Devel- 
oped and  run  as  a unit,  and  often 
accompanied  by  discrete  parking  and 
pedestrian  spaces,  centers  such  as  the 
Country  Club  Plaza  sought  to  satisfy 
both  drivers  and  pedestrians.  In  1931, 
this  goal  was  further  articulated  at  the 
Highland  Park  Shopping  Village  in 


Dallas,  Texas.  Here,  for  the  first  time, 
the  stores  turned  inward  toward  an 
open,  car-free  courtyard.  As  William 
Severini  Kowinski  notes  in  The  Mailing 
of  America,  this  was  a key  development. 
It,  and  other  early  shopping  center 
experiments,  would  be  built  upon  in 
the  1 9 50s,  when  a post-war  suburban 
explosion,  along  with  an  economic 
boom,  forced  retailers  to  rethink  their 
entire  relationship  with  customers. 

After  almost  two  decades  of  war 
and  depression,  and  faced  with  sky- 
rocketing marriage  and  birth  rates, 
post- World  War  11  America  experienced 
an  unprecedented  housing  shortage. 
The  answer  to  this  dilemma  was  the 
mass  construction  of  housing  devel- 
opments. Suburbia  addressed  the 
housing  crunch  but  created  a new 
problem  — namely,  how  to  create 
shopping  opportunities  that  could 
adequately  meet  the  suburban  demand 
for  goods.  As  Lizabeth  Cohen  notes  in 
A Consumers'  Republic,  according  to 
a 1953  Fortune  magazine  article,  while 
suburban  residents  accounted  for  only 
1 9 percent  of  the  U.S.  population  in 
1953,  they  spent  29  percent  of  its 
income.  As  retailers  realized  the  incred- 
ible potential  of  the  suburban  market, 
shopping  centers  came  into  their  own. 

In  1956,  a Minneapolis  suburb, 
F'dina,  became  home  to  America’s  first 
fully-enclosed,  climate-controlled  shop- 
ping center.  Designed  by  Austrian- 
born  architect  Victor  Gruen,  Southdale 
revolutionized  the  retail  industry. 
Hoping  to  find  a solution  to  both 
suburban  sprawl  and  isolation,  Gruen 
designed  a structure  that  was  more 
economical  and  efficient  than  strip 
centers.  As  Kowinski  notes,  Gruen 
wanted  to  build  something  that  went 
beyond  retail.  He  wanted  to  build  a 
community,  a place  where  people 
would  come  to  shop,  but  also  to 
socialize  and  enjoy  cultural  events.  To 
this  end,  he  structured  Southdale 
around  a central  courtyard,  anchoring 
each  end  with  a department  store  — 
one  belonging  to  the  developer,  the 
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Dayton  Company,  the  other  belonging 
to  Dayton’s  largest  competitor.  Though 
it  is  now  orthodox,  putting  two  major 
department  stores  in  one  shopping 
center  seemed  a sure  recipe  for  failure. 
But  after  Southdale,  Kowinski  writes, 
“the  idea  of  mall  synergy  — the  attrac- 
tion of  numbers  of  shops  and  their 
variety  drawing  more  customers  than 
would  the  sum  of  the  mail’s  parts  — 
displaced  the  fear  of  competition.” 

Southdale  crystallized  the  aims  of 
the  shopping  center  industry.  Through- 
out the  19 50s,  Kowinski  continues, 
the  “former  grocery-store  executives, 
real  estate  agents  and  building  con- 
tractors who  were  the  first  shopping- 
center  developers  were  floundering 
around  in  a business  without  precedent 
and  without  direction,”  hoping  to  find 
investors  for  an  industry  that  hadn’t 
yet  found  its  footing.  After  Southdale, 
investors  needed  no  convincing.  With 
a key  1954  change  to  the  tax  code  that 
rewarded  new  construction,  but  not 
renovation,  and  the  1956  Interstate 
Highway  Act  funding  thousands  of 
miles  of  highway,  the  future  was  clear: 
downtown  was  out,  suburbia  in. 

According  to  the  ICSC,  by  1964, 
just  eight  years  after  Southdale  opened, 
there  were  7,600  shopping  centers  in 
America.  By  1972,  there  were  13,174. 

As  with  any  burgeoning  industry, 
smart  entrepreneurs  were  quick  to 
capitalize.  One  such  was  Edward  J. 
DeBartolo,  an  Ohio  man  who  founded 
a mall-development  business  that,  by 
the  1980s,  had  mushroomed  into  a 
half-billion  dollar  empire  that  included 
professional  sports  teams,  condomini- 
ums and  cable  television.  He  began  by 
buying  an  airplane  and  using  it  to 
scout  out  potential  mall  locations. 

Aided  by  the  media,  shopping  cen- 
ters successfully  marketed  themselves 
as  places  of  community,  new  town 
centers  offering  something  for  everyone 
— shoppers  as  well  as  people  looking 
to  while  away  an  afternoon.  For  many, 
they  were  sources  of  convenient  supply, 
pleasure  and  even  employment.  But 
not  everyone  was  pleased  with  these 


new  centers.  Nor  did  everyone  share 
equally  in  their  benefits. 

From  the  beginning,  the  shopping 
industry  threatened  downtown  busi- 
ness districts  and  existing  Main  Streets. 
Encouraged  by  the  promise  of  a hun- 
gry, growing  market,  large  department 
stores  focused  their  energies  on  building 
suburban  branches  instead  of  their 
existing  downtown  stores.  As  businesses 
followed  their  customers  to  the  high- 
ways and  suburbia,  these  once-vital 
economic  centers  found  themselves 
left  behind. 

Focusing  on  the  rise  of  New  Jersey 
malls,  such  as  the  Garden  State  Plaza 
and  Bergen  Mall,  which  opened  in 
1957,  Cohen  documents  how  shop- 
ping centers  took  business  away  from 


The  retailers  did 
their  best  to  exclude 
vagrants , prostitutes, 
disruptive  rebels, 
racial  minorities, 
and  poor  people. 


both  large  cities  like  Newark  and  New 
York,  and  local  shopping  hubs  like 
Paterson  and  Hackensack.  These  local, 
smaller  downtowns  were  generally 
the  hardest  hit,  so  that,  by  i960,  10 
percent  of  the  stores  on  Hackensack’s 
Main  Street  had  closed.  However,  it  is 
interesting  to  note,  as  Cohen  does, 
that  some  local  stores  actually  bene- 
fited as  Bergen  County  shoppers  relied 
less  on  New  York  for  small  purchases. 

By  and  large,  however,  the  outlook 
was  grim.  Faced  with  their  imminent 
demise,  town  centers  began  to  fight 
back  through  a number  of  measures, 
such  as  aggressive  promotional  cam- 
paigns, federal  urban  renewal  funds, 
legislation  and  even  lawsuits.  Some 
of  these  moves  were  successful,  but 


others  brought  negative  consequences. 
For  example,  writes  Cohen,  “One 
downtown’s  promotional  campaign, 
unfortunately,  was  more  likely  to  draw 
shoppers  away  from  another  town  in 
crisis  than  from  the  shopping  centers.” 

Shopping  centers  held  such  appeal, 
in  fact,  that  they  could  afford  to 
discriminate.  Attempting  to  create 
safe,  controlled  environments  where, 
unlike  many  city  centers,  people  would 
feel  safe  to  linger  for  hours,  developers 
sought  to  exclude  anyone  they  viewed 
as  undesirable.  Through  site  selection, 
marketing  and  policing,  the  retailers 
did  their  best  to  exclude  “vagrants, 
prostitutes,  disruptive  rebels,  racial 
minorities,  and  poor  people.”  Even  as 
the  shopping  center  industry  learned 
that  diversity  was  key  when  it  came 
to  the  retail  makeup  of  each  mall,  they 
grew  to  believe  that  market  segmenta- 
tion was  key  for  their  customers. 
Thus,  concludes  Cohen,  “the  shopping 
center  sought,  perhaps  contradictorily, 
to  legitimize  itself  as  a true  community 
center  and  to  define  that  community 
in  exclusionary  socioeconomic  and 
racial  terms.” 

Thus,  cities  like  Newark  were  dev- 
astated on  two  fronts.  As  existing 
department  stores  left  to  open  subur- 
ban branches  and  local  merchants 
went  out  of  business,  no  new  stores 
were  willing  to  enter  the  predomi- 
nantly black  city.  Between  1964  and 
1992,  the  city  lost  all  of  its  major 
department  stores,  and  many  of  the 
buildings  remained  empty.  Without 
cars  to  get  out  to  the  suburban  shop- 
ping centers,  Newark  residents  lacked 
places  to  shop  and  job  opportunities. 

Though  Cohen  is  quick  to  empha- 
size that  the  rise  of  the  “Consumers’ 
Republic”  (a  phrase  she  coined  to 
describe  a postwar  society  built 
around  the  promises  of  mass  con- 
sumption and  one  in  which  shopping 
malls  were  central  elements)  had 
positive  results,  she  is  quick  to  point 
to  such  contradictions  and  inequities 
in  a culture  that  promised  spending 
could  help  realize  such  ideals  as 
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equality  and  democracy.  And  Cohen  is 
hardly  alone  — architect  Victor  Gruen 
grew  so  disgusted  with  the  industry’s 
absence  of  community  concern  and 
creativity  that  he  turned  his  back  on 
the  American  phenomenon  he  helped 
to  create. 

But  commerce  stops  for  no  man. 
By  the  1970s,  many  larger  markets 
included  regional  malls  like  Southdale, 
while  strip  centers  abounded  in  growing 
suburban  areas.  Shopping  centers 
increasingly  tailored  themselves  to  fit 
specific  communities,  continuing  to  use 
prices  and  locations  to  keep  out  poor 
people  and  minorities.  Through  market 
research  and  public  relations  campaigns, 
developers  hoped  to  become  all  things 
to  all  of  their  residential  neighbors. 

In  fact,  by  the  end  of  the  decade 
malls  were  sometimes  too  popular  for 
their  own  good,  as  competition  and 
community  resistance  became  factors. 
In  1979,  the  Carter  administration 
issued  the  Community  Conservation 
Guidance,  a policy  statement  that  gave 
the  government  the  right  to  withhold 
federal  funds  to  shopping  centers  that 
would  have  a negative  impact,  on 
nearby  communities.  The  ICSC  quickly 
marshaled  a strong  lobby  in  response, 
and  the  policy  was  abandoned  by  the 
Reagan  administration,  but  the  stage 
was  set  for  future  fights. 

According  to  Kowinski,  these  “mall 
wars  were — and  still  are — fought  for  a 
number  of  reasons;  for  individual  com- 
munity members,  it  is  often  a question 
of  balancing  convenience  with  a low- 
ered quality  of  life,  in  terms  of 
increased  traffic  congestion  and  noise, 
that  often  accompanies  new  construc- 
tion— in  other  words,  balancing  their 
roles  as  consumers  and  citizens.  Bur  for 
the  town  itself,  the  reason  is  usually 
economic  in  nature  and  easily  settled 
once  the  developer  agrees  to  give  a 
percentage  of  the  new  shopping  center’s 
taxes  to  the  town.  Often,  the  town  or 
city  government  simply  annexes  the 
sire  of  the  future  mall,  thus  ensuring 
zoning  control. 


While  this  works  well  for  both 
municipality  and  mall,  it  is  no  help  to 
beleaguered  downtowns.  Abandoned 
city  centers  fight  back,  even  trying  to 
turn  themselves  into  unified,  car-free 
centers,  but  they  are  seldom  a match 
for  the  tightly  run,  private  malls.  Able 
to  control  everything  from  music  to 
climate  to  store  selection,  these  public 
spaces  have  definite  limits  on  just  how 
public  they  are  willing  to  be  — in  gen- 
eral, anything  that  makes  people 
unable  or  unwilling  to  shop  is,  if  pos- 
sible, prohibited.  Shopping  center 
developers  more  often  than  not  have 
won  legal  battles  pitting  their  rights  as 
private  property  owners  against  indi- 
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vidua  I liberties.  Though  some  states, 
have  recognized  that,  since  malls  basi- 
cally function  as  town  centers  they 
must  allow  some  level  of  political  action 
from  community  members,  other  states 
have  reaffirmed  the  rights  of  shopping 
centers  to  “prohibit  political  action 
altogether,  much  as  they  control  the 
economic  and  social  behavior  of  shop- 
pers and  store  owners.” 

Even  as  some  suburbs  rejected  the 
idea  of  having  shopping  centers  in 
their  midst,  the  industry  was  retracing 


its  steps.  Having  done  their  part  to 
devastate  downtowns,  developers  now 
set  about  revitalizing  them  through  the 
construction  of  urban  malls.  In  1976, 
the  first  vertical  urban  mall  was  built  in 
Chicago.  The  Water  Tower  Place,  a 74- 
story,  mixed-use  megastructure,  includes 
a Ritz  Carlton  Hotel,  luxury  condo- 
minium apartments,  office  space, 
underground  parking  and,  of  course, 
an  eight-level  atrium  mall.  Also  in  t976, 
Boston’s  Faneuil  Hall  Marketplace 
opened,  and  was  soon  followed  by  a 
slew  of  similar  “festival  marketplaces”. 
The  1980s  would  prove  to  be  the  indus- 
try’s biggest  growth  period  to  date,  with, 
more  than  16,000  shopping  centers 
built  between  1980  and  1990.  Having 
come  full  circle  in  just  two  decades, 
from  1956  toi976,  the  industry  was 
poised  to  take  off  once  more.  Ha 
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living  in  New  York  City.  She  writes  on 
a variety  of  subjects  and  can  be 
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An  unemployed  man  sells  apples  on  the  street  during  the  Great  Depression. 
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Charles  Darwin  did  not 
originate  the  phrase,  “Sur- 
vival of  the  Fittest.”  Herbert 
Spencer  coined  that  expression  to 
describe  Darwin’s  term  “Natural 
Selection.”  Both  say  the  same  thing, 
and  apply  with  equal  accuracy  in 
nature  (as  Darwin  delineated),  and 
in  economics  (as  Andrew  Carnegie 
later  wrote). 

My  father,  Abraham  Lincoln  Morris, 
“AL,”  personified  that  characteristic 
through  good  times  and  bad.  In 
surviving  he  always  dealt  honestly, 
without  ever  resorting  to  the  arcane 
book-cooking  and  chicanery  that  has 
so  recently  infected  21st  century 
commerce.  Adroitly  he  used  both 
ingenuity  and  resourcefulness  to  keep 
our  family  afloat,  and  to  eventually 
survive  the  Great  Depression. 

Shocked  out  of  his  comfortable 
upper  middle  class  existence,  my  father 
was  abruptly  confronted  by  the  same 
disaster  that  befell  nearly  everyone  in 
this  country,  and  later  everywhere. 
Some  people  were  unable  to  cope, 
only  to  fall  by  the  wayside.  Others 
were  overwhelmed  and  just  drifted. 
Many  sought,  but  found,  little  help. 
A few  kept  their  senses  and  made 
for  themselves  a way  to  ride  out 
the  Depression.  Of  those,  this  is  the 
story  of  how  one  man  among  them 
managed  survival. 

By  a quirk  of  circumstance,  my 
father  became  the  sole  owner  of  a pair 
of  millinery  stores  (boutiques  in  today’s 
terms)  in  New  York  City  in  1910. 
Quickly  he  consolidated  them  into  one 
at  a new  address  and  named  it  Rose- 
mor,  to  honor  his  new  bride,  Rose. 


He  was  a rugged 
individualist  with  experience  in 
neither  that  trade,  nor  retail,  but  he 
was  determined  to  make  a “go”  of  his 
windfall  opportunity. 

Al  established  Rosemor  in  Harlem, 
an  area  destined  to  become  the  Mecca 
of  the  black  community.  The  store  was 
a block  away  from  125th  Street,  the 
central  artery  of  a mixed  middle-income 
neighborhood  of  Italians,  Irish,  Jews, 
long-time  Americans,  and  a healthy 
growing  segment  of  African  Americans. 

Papa  was  an  affable  chap  who 
easily  made  friends  with  his  neighbors. 
He  learned  the  fashions  and  fancies 
of  the  locals,  including  the  passing 
females.  A woman  wore  a hat  during 
the  week,  a better  one  on  weekends, 
and  had  a Sunday  morning  style-set- 
ter. AL  also  found  the  sources:  The 
epicenter  of  the  ladies  hat  manufactury 
was  38th  Street  between  7th  and  9th 
Avenues.  He  soon  sorted  out  the  decent 
people  who  built  a better  bonnet, 


who  also  offered  better  prices  and 
terms.  (Those  good-will  connections 
would  resurface  usefully  later.)  They 
were  all  sweat-shops  in  those  days,  a 
condition  soon  to  be  exacerbated  by 
the  oncoming  Depression. 

With  the  store  as  collateral, 
AL  floated  a low  interest,  long-term 
loan  from  the  Chatham  and  Phoenix 
National  Bank.  He  also  had  a 
willing  asset  in  Rose  herself, 
by  coincidence  a trained  milliner 
who  would,  on  occasion,  hand- 
craft an  original  hat  for  a 
preferred  customer  of  good 
taste.  Ready  made  hats  sold  off-the- 
rack  for  a hefty  $1.98  and  $2.98  each. 
Those  helped  my  father  build  and  run  a 
thriving  business  that  provided  a com- 
fortable home  for  the  couple,  and  as 
we  came  along,  for  my  older  sister  and 
me.  It  all  might  have  gone  on  forever, 
but  it  was  a microcosm  of  Wall  Street 
and  the  national  economy,  and  the  flow 
rushed  inexorably  toward  the  falls. 

F.  Scott  Fitzgerald  best  described 
the  Roaring  Twenties.  His  word  pictures 
of  the  Jazz  Age  come  alive  to  put 
you  right  into  the  scene.  And  while  all 
that  was  going  on,  market  players 
happily  bought  stocks  on  margin, 
and  sold  them  on  credit.  Rosemor 
was  no  different.  Bagfuls  of  hats  came 
in  from  3 8th  Street  on  consignment 
and  went  out  quickly  one-by-one  on 
credit.  Lots  of  traffic,  all  those  num- 
bers on  paper,  but  little  hard  coin  in 
the  till.  Early  in  1930  the  shell 
imploded,  bankruptcy  closed  Rosemor 

Photo  Above:  AL  Morris  in  front  of 
the  Vox  Detroit  Theater,  1 y jo. 
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out,  and  left  my  father  with  only  his 
family  obligations  and  an  indomitable 
will  power. 

At  first,  things  slowly  went  down 
hill  as  our  unreplenished  resources 
dwindled.  Rather  than  waste  his  time 
seeking  no  longer  extant  employment, 
Pop  put  his  handicraft  skills  to  use. 
He  did  odd  jobs  of  long  postponed 
repairs  at  the  pharmacy,  the  tailor 
shop,  and  the  Chinese  laundry,  all  for- 
mer neighbors  of  Rosemor.  With  those 
finished,  he  did  some  for  our  apart- 
ment building  until  maintenance 
money  dried  up  everywhere  locally. 

When  my  mother  volunteered 
again,  Pop  ginned  a workable  plan 
with  her.  She  had  a wealthy  younger 
brother  who  took  a huge  hit  in  the 
crash,  yet  managed  to  emerge  among 
the  affluent.  His  penury  plus  Papa’s 
pride  precluded  any  financial  aid  from 
that  source,  but  he  was  amenable  to 
allow  this  sensible  deal:  maternal 
grandmother  rusticated  in  a costly 
nursing  home  at  uncle’s  expense.  By 
moving  her  in  with  us,  uncle  was 
guaranteed  “24-7  mother-care,”  and 
monthly  we  accrued  somewhat  less 
than  the  home’s  check  would  have 
been.  Stoically  my  mother  accepted 
that  burden,  doing  more  than  her 
share  to  keep  us  going,  but  our  family 
life  was  never  again  the  same. 

To  get  by,  some  families  threw  rent 
parties.  They’d  offer  some  sort  of  stew, 
washed  down  with  prohibition  beer  or 
bootleg  booze,  play  Victrola  records 
and  invite  anyone  in  who’d  ante-up  a 
dollar  each  at  the  door.  At  evening’s 
end  they  might  have  the  rent  left  after 
expenses,  cleanup,  and  pilferage.  We 
preserved  our  pride  by  neither  giving 
nor  going. 

The  far  less  fortunate  were  dispos- 
sessed for  rent  default.  They  sought 
refuge  and  common  cause  by  moving  to 
a “grew  like  mushrooms”  community  of 
shanties  cobbled-up  from  packing 
cases,  big  boxes,  and  tin  sheets.  The 
inhabitants  called  that  unfortunate, 
unsanitary,  unhealthy,  unsavory  village 
in  Central  Park  Hooverville  in  “honor” 


of  the  President  they  earnestly  believed 
had  put  them  there. 

People  walked  the  streets  abjectively, 
seldom  smiling.  They  had  a shabby  look 
about  them  that  made  even  a sunny  day 
seem  gloomy.  Hungry  men  stood  in 
breadlines  or  at  soup  kitchens  provided 
by  the  Salvation  Army,  private  charities 
or  church  groups.  In  Harlem,  religious 
leader  Father  Divine  helped  his  following, 
and  anyone  else  in  need,  to  nourishing 
meals  for  under  10 y.  Men  carried  posters 
stating,  “Not  charity,  but  jobs,”  but  from 
where  were  the  jobs  to  come?  Signs  like 
“Will  work  for  food,”  begot  a more 
positive  response. 

Papa  devised  a unilateral  “under- 
standing,” a sort  of  self-styled  quid- 
pro-quo  with  the  Horn  and  Hardart 
cafeteria  entity.  Whenever  he  could 


accumulate  $1.25,  he’d  treat  me  to 
Sunday  dinner  after  a day  in  a park  or 
museum.  We’d  go  to  our  same  “conve- 
nient place,”  at  6th  Avenue  near  42nd 
Street,  where  nickels  were  the  only 
tender.  We’d  always  order  the  same 
supper.  When  others  who  could  afford 
to  be  in  there  would  buy  their  kids 
franks  and  beans,  Pop  and  I would 
each  savor  a cut  of  roast  beef  with 
sides  of  stewed  corn  and  string  beans, 
downed  with  water,  for  12  nickels 
(6o<t)  apiece  into  the  slot.  For  the  last 
nickel  we’d  split  a Hershey  bar  while 
we  rode  the  “L”  (elevated  railroad) 
home.  The  days  he  had  no  loose  change, 
he’d  “let  the  Automat  help  out.”  One 
slotted  nickel  gave  two  bread  slices. 
Hot  water  was  free,  and  when  it  was 
enhanced  by  a great  glob  of  ketchup 
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and  a pinch  of  salt  it  would  yield  a 
thin  but  tasty  tomato  soup.  In  the 
summer,  he  would  add  sugar  and 
water  to  the  ice  and  lemon  glass, 
prepared  for  the  iced  tea  slot  faucet. 
That  would  make  a refreshing  lemon- 
ade for  a hot  day. 

A nickel  went  a long  way  in  those 
days  when  the  composite  likeness  of 
Cheyenne  warrior  Two  Moons  was 
pressed  on  the  “heads”  side,  and  the 
American  buffalo  was  on  the  “tails." 
When  we  had  one,  a nickel  would 
beget  a ride  on  any  form  of  public 
transportion  (except  the  5th  Avenue 
double-decker  bus  with  the  open  top 
in  summer;  that  was  always  a dime).  It 
did  include  all  ferries.  A nickel  could 
buy  a shoe  shine,  an  ice  cream  cone,  a 
cigar,  a Coke,  a candy  bar,  the  Satur- 


day Evening  Post , or  any  other  weekly 
magazine,  a Neidick’s  sidewalk-stand 
orange  drink,  and  it  really  did  suffice 
as  a tip  for  a two  bit  lunch.  Newspa- 
pers were  3c  each,  tabloids  (the  News, 
Mirror,  and  Graphic)  were  z<f. 

Many  men  sold  good  red  juicy 
apples  from  street  corner  boxes  under 
preprinted  signs,  “Unemployed,  Buy 
Apples  5 e • ” My  father  eschewed  doing 
that  because  he  felt  he’d  be  taking  a 
spot  from  someone  who  needed  it, 
while  he  could  find  himself  something 
else.  In  the  early  1930s,  if  there  were 
any  jobs  available,  the  prevailing  rate 
was  qotf/hour,  except  for  farm  and 
road  workers  who  never  got  more 
than  iotf/hour. 

Consistently  Papa  believed  it  better 
to  “search  for  an  opportunity”  than  to 


spend  time  protesting  or  pleading.  When 
all  odd  job  possibilities  vanished,  he 
fell  back  on  a stint  he  had  done  as  a 
bookkeeper.  He  went  back  to  his  38th 
Street  hat  factory  connections.  Those 
that  remained  had  difficulty  keeping 
up  with  records,  books,  taxes,  new 
government  regulations,  and  the  like. 
There  he  knew  both  the  business  and 
the  skill,  so  for  a while  he  managed  an 
adequate  living  keeping  books  until  he 
worked  himself  out  of  work. 

Although  it  appears  as  if  AL  had 
insulated  himself  and  family  from  the 
Depression  decade  dangers,  all  four  of 
us  were  always  painfully  aware  of  the 
events:  engulfing  us  in  New  York  City; 
impinging  upon  us  in  the  whole  of  the 
nation;  and  occurring  in  the  rest  of  the 
world,  all  of  w'hose  aftershocks  trick- 
led down  upon  us. 

The  1932  elections  overwhelmingly 
established  two  huge  changes.  First, 
the  1 8th  Constitutional  Amendment 
prohibiting  alcoholic  beverages  (the 
Volsted  Act)  w-as  repealed.  Legalized 
“booze”  thus  became  taxable  under  the 
aegis  of  each  state’s  Alcoholic  Beverage 
Control  authority.  It  put  an  end  to 
rum-running,  bootlegging,  speak  eas- 
ies,  related  forms  of  racketeering,  and 
gangland  violence.  All  that  mob  money 
slowly  made  its  way  into  government 
coffers,  toward  recovery  programs; 
and  the  FBI  was  relieved  to  find  the 
time  for  more  urgent  issues.  The  second 
major  change  was  the  landslide  election 
of  President  Franklin  Delano  Roosevelt, 
who  immediately  set  about  turning 
around  socio-economic  conditions. 

In  an  uphill  undertaking  that 
required  the  full  decade  to  World  War  II, 
FDR  tried  to  take  the  potentially 
explosive  unemployed  youth  off  city 
streets  and  put  them  into  camps  working 
to  conserve  our  natural  environment, 
(CCC);  to  employ  idle  artists  and  per- 
formers to  uplift  the  national  spirit, 
and  decorate  the  deteriorating  national 
scene,  (WPA);  to  stop  the  eroding 
infrastructure,  (PWA);  and  to  slow  the 
economic  decline,  (NRA);  among  other 
curative  emergency  programs,  after 
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grams,  after  the  bank  holiday.  Large 
construction  projects  jobs  like  Boul- 
der (Hoover)  Dam  helped  to  alleviate 
other  effects  of  devastating  disasters 
like  the  Dust  Bowl.  No  one  was 
exempt  from  personal  tragedy. 

Though  Papa  remained  focused  on 
guiding  our  survival,  he  always  sought 
a nugget  of  humor  to  ease  the  sting 
from  any  unfavorable  situation.  I recall 
returning  one  dinner  time,  soaked  in 
sweat,  cheerfully  proclaiming,  “I 
missed  a streetcar,  so  I chased  it  to  our 
corner;  but  I saved  a nickel!”  Pop’s 
rapid  reply  was,  “You  should  have 
chased  a taxi  cab  and  saved  85G” 

Cinema  and  cigarettes  became  the 
two  titanic  elements  that  bucked  the 
times  and  the  trends.  Alone  or  in 
groups,  idle  men  having  little  to  do 
with  their  hands,  smoked  heavily.  It 
was  easy  to  “bum  a butt,”  or  buy  a pack 
for  a dime  and  drag  a few  minutes  of 
pleasure  out  of  it.  For  those  who  still 
had  them,  tobacco  stocks  went  up  as 
did  the  shares  of  movie  makers. 

With  no  work,  deeply  depressed 
conditions,  and  much  free  time,  it  took 
great  effort  to  resist  the  urge  to  seek 
physical  and  emotional  refuge  in  a 
movie  house.  A 15$  matinee  ticket 
allowed  escape  from  the  woes  of  the 
world,  staying  warm  (or  cool),  and 
getting  lost  in  fantasy.  And  most  theaters 
permitted  smoking.  Movies  thus  became 
my  father’s  next  green  field. 

Through  an  old  friend’s  grapevine, 
Pop  learned  of  an  opening  for  a posi- 
tion as  maintenance  manager  at  the  Fox 
Detroit  theater.  He  had  no  movie-house 
or  maintenance  experience,  but  he  was 
a natural  leader  who  knew  how  to  deal 
firmly,  but  gently,  with  people  working 
under  him,  and  deal  positively  with 
those  above.  Solely  by  correspondence, 
and  on  the  recommendation  of  his  con- 
nection, he  convinced  the  general  man- 
ager. Immediately  he  was  on  a Grey- 
hound bus  to  Detroit.  There  he  lead  a 
force  that  kept  that  town’s  largest  cin- 
ema clean  and  ready  for  dreamers 
before  every  next  day’s  opening.  On  the 
job,  learning  came  easy.  Soon  he  was 


innovating  systems  and  methods  to  do 
the  job  better  and  faster.  Responsible 
work  went  well,  and  the  steady  paycheck 
came  home  every  week  for  nine  months; 
until  he  came  home  for  Christmas. 

Lost  in  a grandmother-mother- 
daughter  matriarchy,  I was  in  an  endless 
struggle  for  breathing  space.  Papa’s 
return,  even  for  that  short  vacation 
was  Mount  Ararat  for  me:  My  pal  and 
role  model  was  back,  the  world  was 
right!  During  his  brief  holiday,  the 
wholeness  of  the  family,  my  emotional 
need,  combined  with  his  desire  for 
quality  of  life  made  him  decide  to  stay 
home.  With  no  other  options  in  hand, 
Papa  resigned  from  Fox  Detroit  by 
mail.  He  chose  again  to  accept  the 
challenge  of  unemployment;  then  got 
down  to  “work  out  my  own  salvation.” 

The  fertile  field  at  that  place  and 
time  was  still  the  administrative  sector 
of  the  motion  picture  industry.  Pop  and 
I would  walk  around  midtown  pon- 
dering a strategy.  Evenings  in  Chelsea 
and  Hell’s  Kitchen,  men  would  build  a 
charcoal  fire  inside  an  empty  50  gallon 
oil  drum,  set  off  the  ground  on  three 
bricks.  In  it  they’d  roast  big  potatoes 
to  sell  for  ioy  each.  Hand  held  in 
newspaper,  one  would  make  a hefty 
meal.  As  we  strolled  and  ate,  Pop’s 
next  venture  became  obvious  to  him. 

Movie  distributors  rented  their  pro- 
ductions on  reels,  in  cans,  to  local 
movie  houses.  Depending  upon  the 
cast  or  the  flic,  rental  cost  for  selected 
pictures  was  a pre-set  percentage  of 
the  house  daily  gross  income.  Left  to 
their  own  devices,  most  exhibitors  were 
reasonably  honest,  but  to  be  absolutely 
precise  about  the  daily  count  on  all 
price  levels,  the  distributor  assigned  a 
live,  field  auditor  to  verify  the  ticket 
numbers,  or  even  check  with  a hand 
held  counter.  My  father  had  no  problem 
snagging  a checking  job  with  Metro 
Goldwin  Mayer’s  distribution  finance 
facility  because  by  then  he  had  actual 
movie-house  experience  to  add  to  his 
longtime  bookkeeping  skills,  augmented 
by  his  happy  ability  to  get  along  with 
occasionally  unfriendly  people. 


Pop  had  found  the  niche  that 
became  his  safe  harbor.  A paying,  use- 
ful job  with  changing  venues,  most 
times  reasonable  contact  people,  and 
consistent  work  protocol.  With  that 
job  he  saw  our  family  safely  through 
the  Depression.  He  had  planned  to 
leave  it  after  hard  times  past,  but  then 
World  War  II  exploded.  By  then  he 
was  too  old  for  service,  or  to  retrain 
into  manufacturing;  he  stayed  with 
checking  until  the  war’s  end.  He  had 
taken  root.  As  years  rolled  on  he  had 
a job.  AL  didn’t  always  work  every 
day,  but  he  did  make  “one  buck  more 
than  I’d  need.”  By  then,  older  sister 
and  I,  each  established  on  our  own, 
were  no  longer  his  responsibility.  He 
just  wanted  to  loaf  in  Central  Park. 

As  we  both  grew  older,  occasionally 
some  sight  or  sound  would  pluck  a 
chord  and  trigger  talk  about  the 
Depression  days.  Once  I asked  my 
father  how  he  managed  to  maintain 
his  focus  and  his  humor  to  keep  going 
through  those  tough  times.  After  a 
significant  pause,  he  told  me  there 
were  three  driving  forces  in  his  emotional 
makeup:  First  was  his  Byelorussian 
ethnicity  that  enured  him  to  hardship 
and  privation;  Then  in  his  early  teens, 
near  his  home  in  Michigan’s  upper 
peninsula,  he  lived  for  a time  with  the 
Menomonee  Indians,  where  he  said  he 
learned  more  about  life  in  those  few 
months  than  all  the  rest  of  his  days; 
Finally,  he  was  determined  to  enjoy 
the  good  life,  “...that  surely  shall  come 
after  this  storm  is  over.” 

Abraham  Lincoln  Morris,  personifi- 
cation of  resourcefulness  and  inge- 
nuity, died  at  age  80,  contented  in 
knowing  he  managed  by  his  own 
devices  to  keep  his  family  fed,  clothed, 
and  housed  adequately  to  survive  the 
Great  Depression.  BO 

M.  D.  Morris,  RE.  is  an  Ithaca,  NY 
based  independent  writer  who  also 
teaches  professional  writing  courses, 
and  edits  books  for  major  publishers. 
WEALTH,  the  National  Review,  1889. 
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Best 

Way 

Frederick  Winslow  Taylor 

J 

and  the  development  of  scientific  management 


By  Vanessa  Drucker 

Modern  management  theories 
evolved  in  the  late  19th  century, 
against  a background  of  relentless 
industrial  and  corporate  growth.  Small 
family  businesses  and  factories  were 
expanding  on  an  unprecedented  scale. 
The  changing  structure  required  a new 
relationship  with  labor.  Not  enough 
skilled  craftsmen  were  available  to 
serve  the  requirements  of  the  mass 
manufacturing  era;  until  the  1880s, 
workers  had  not  even  been  directly 
employed,  but  instead  recruited  and 
managed  by  gang  bosses. 

A changing  workforce  drew  its 
numbers  from  a base  of  unskilled  and 
largely  non-English  speaking  immi- 
grants. These  men  needed  training  and 
reorganization.  Tensions  often  flared, 
erupting  in  strikes  and  bloody  riots. 
Events  climaxed  in  violence  and 
tragedy  in  May  1886  in  Chicago, 
where  workers  were  campaigning  for 
an  eight-hour  day  at  the  McCormick 


Harvester  plant.  There  was  violence 
and  one  death  at  the  plant,  and  during 
a separate  rally  in  Haymarket  Square 
a dynamite  bomb  exploded,  leading  to 
the  deaths  of  eight  police  officers, 
hour  labor  agitators  were  later  hanged 
and  one  comitted  suicide. 

Owners  and  managers  both  needed 
solutions.  Frederick  Winslow  Taylor 
(1856-  1915)  was  one  of  the  first 
to  provide  them.  Theorists  often  con- 
tend that  subsequent  management 
approaches,  such  as  human  relations 
and  behavioral  schools,  have  superceded 
Taylor’s  scientific  management.  Yet  we 
are  still  surrounded  by  its  manifestations 
everywhere.  Many  successful  operations 
strictly  follow  a “one  best  way”  sequence. 
In  large  hotels,  housekeeping  organizes 
that  rooms  are  vacuumed  and  polished 
in  a particular  order.  In  fast  food  out- 
lets, hamburgers  are  boxed  and  wrapped 
by  rote  movements,  to  save  valuable 
seconds.  In  department  stores,  clothes 
are  unfolded  and  displayed  on  hangers 
in  an  exact  rhythm  of  movements. 


Portrait  of  Frederick  W.  Taylor  (1856-  19  i f), 
American  efficiency  engineer. 


Father  of 

Scientific  Management 

A Philadelphia  Quaker,  Taylor  trained 
as  a machinist  to  engineers.  In  1878, 
he  joined  the  Midvale  Steel  Company, 
where  he  became  shop  superintendent. 
At  Midvale,  he  noted  how  the  workers 
would  slow  their  output  deliberately,  a 
trick  he  labeled  “systematic  soldiering.” 
The  term  derived  from  a habit  of 
soldiers,  who,  while  being  ferried  by 
sea,  avoided  the  regular  jobs  of  sailors. 

In  an  effort  to  increase  productiv- 
ity, Taylor  developed  the  principles  of 
his  rational-economic  system.  He 
determined  that  the  myriad  tasks  and 
activities  of  all  types  of  manual  labor 
could  be  broken  down,  analyzed  and 
subdivided  into  discrete  parts.  Rational- 
ist as  he  was,  he  was  convinced  “one 
best  way”  existed  for  performing  any 
particular  job  in  an  optimum  sequence. 
He  studied  his  workers’  physiques,  their 
tools  and  materials,  movements  and 
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EXAMPLES  OF  GANTT  CHARTS 

The  major  project  deliverables  are  listed  in  bold. 


The  timeline  provides  the  chronological  point  of  reference 
for  the  project. 


Resource 

Duration 

1 Prepared  Pan 

Pre-Heat  Oven 

Tony 

20  min 

Grease  Pan 

Tony 

I mm 

Pour  Mixture  into  pan 

Tina 

I min 

Prepared  Mixed  Batter 

Measure  Dry  Ingredients 

Tina 

6 min 

Mix  Dry  Ingredients 

Tina 

I min 

Measure  Wet  Ingredients 

Tony 

5 min 

Mix  Wet  Ingredients 

Tony 

4 min 

Mix  All  Ingredients 

Tina 

4 min 

Baked  Cake 

Put  Pan  in  Oven 

Tina 

30  min 

Check  with  Toothpick 

Tony 

1 min 

1 Remove  and  Cool 

Tina 

30  min 

0 

4 

8 

12 

16 

20 

24 

28 

32 

36 

40 

44 

48 

52 

56 

0 

4 

8 

12 

16 

□ 


□ 


The  project  activities  are  listed  with  respect  to  their 
project  deliverables. 


work  rhythms,  to  come  up  with 
precise  formulas. 

At  Bethlehem  Steel,  where  Taylor  was 
later  hired  as  a management  consultant 
in  1898,  he  observed  his  theories  in 
action.  The  workers,  who  were  engaged 
in  unloading  and  reloading  pig  iron 
from  rail  cars,  were  able  to  quadruple 
their  output  from  12.5  to  47.5  tons 
per  man  per  day. 


But  how  should  management  moti- 
vate and  inspire  the  workforce  into 
cooperation?  Taylor’s  answer  was 
money.  Until  that  time,  employees 
were  compensated  by  a piece  rate 
bonus,  which  encouraged  the  men  to 
guard  their  individual  skills  and 
knowledge.  Wage  incentives,  he 
argued,  could  be  used  to  encourage 
additional  efforts  and  even  teamwork. 


He  calculated  pay  increases  according 
to  added  productivity.  For  instance, 
his  newly  productive  pig  iron  handlers 
at  Bethlehem  received  60  percent 
more  in  wages.  His  approach  set  off  a 
debate  that  has  raged  ever  since  in 
management  theory:  are  workers  pri- 
marily motivated  by  hard  cash,  work 
conditions,  kindness,  attention,  intrinsic 
job  satisfaction,  or  some  combination? 
The  “one  best  way,”  while  it  promoted 
efficiency,  did  fail  to  take  into  account 
the  behavioral,  psychological  and  cir- 
cumstantial differences  among  people. 

Taylor’s  critics,  who  feared  that 
humans  were  being  reduced  to  the 
level  of  machines,  misunderstood  his 
consistent  focus  on  industrial  har- 
mony. Taylor  never  lost  sight  of  the 
inherent  benefits  for  both  manage- 
ment and  workers.  The  latter  should 
be  better  compensated  for  their 
increased  productivity,  while  they  also 
experienced  some  relief  from  unneces- 
sary physical  exertion. 

In  its  own  day,  the  system  ignited 
controversy.  A violent  strike  at  the 
Watertown,  Massachusetts.  Arsenal  in 
1911  even  led  to  a Congressional 
investigation.  Although  the  committee 
conceded  the  utility  of  the  methods, 
they  were  so  alarmed  by  the  potential 
for  industrial  strife  that  the  Senate  in 
1914  banned  scientific  management  in 
the  defense  industry.  Meanwhile,  Tay- 
lorism continued  to  thrive,  as  Henry 
Ford  incorporated  its  principles  into 
the  assembly  lines  he  was  designing 
for  Model  T production. 

The  Inner  Circle 

The  name  scientific  management  had 
in  fact  been  coined  in  October  1910, 
when  Taylor  was  hobnobbing  with  his 
colleagues  Frank  Gilbreth,  Jim  Dodge, 
Louis  Brandeis,  Henry  Gantt  and  oth- 
ers, at  Gannt’s  apartment  in  New 
York.  The  Gilbreths  and  Gantt,  in  par- 
ticular, went  on  to  develop  refine- 
ments and  produce  fresh  research  for 
the  system. 
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The  ford  Motor  Company  assembly  hue.  pictured  here  in  19/3.  pnt  into 
practice  Taylor's  scientific  management  theory. 


Lillian  and  Frank  Gilbreth,  parents 
of  1 z,  depended  upon  their  income 
from  management  consulting  to  sup- 
port their  large  family,  which  directly 
inspired  the  classic  Cheaper  By  the 
Dozen.  Frank  Gilbreth,  like  Taylor, 
explored  time  and  motion  studies,  with 
a special  emphasis  on  motion,  using  a 
device  that  connected  tiny  electric- 
lamps  to  workers’  arms  and  fingers  to 
record  their  movements.  His  research 
led  him  to  invent  a new  language  of 
“Therbligs”  (Gilbreth  spelled  back- 
wards), a notation  of  symbols  and  colors 
that  represent  physical  activities,  such 
as  hold,  assemble,  inspect,  rest  or 
release  load. 

Gilbreth  is  most  famous  for  his 
work  with  bricklayers.  By  streamlin- 
ing bricklaying  into  five  basic  move- 
ments, he  nearly  tripled  the  number 
of  bricks  laid,  from  izo  to  350  an 
hour.  Yet  one  of  his  most  significant 
contributions  was  in  surgery.  With 


similar  techniques,  he  dramatically 
cut  the  time  spent  under  anesthesia 
on  operating  tables,  with  valuable 
medical  repercussions. 

He  died  young  himself,  though,  at 
56,  leaving  his  widow  to  support  their 
brood.  She  continued  the  studies, 
focusing  on  human  factors  and  the 
control  of  fatigue. 

Their  friend  Henry  Gantt,  who  was 
a colleague  of  Taylor’s  at  Midvale, 
modified  Taylor’s  “best  known  way” 
to  the  more  modest  "best  known  way 
at  present.”  His  famous  invention  lives 
on,  in  the  Gantt  charts  that  managers 
still  use.  The  depictions,  simple  to 
grasp  and  easy  to  construct,  are  based 
on  time,  rather  than  quantity,  volume 
or  weight. 

Taylors  Legacy 

In  the  1 970s,  Harry  Braverman 
insisted  that,  far  from  dead.  Taylorism 


had  been  institutionalized  in  the  form 
of  "de-skilling.”  Later,  George  Ritzer’s 
book.  The  McDonaldization  of  Soci- 
ety (1993),  pointed  to  a plethora  of 
related  modern  examples.  He  cites 
McGlasses  (one  hour  optometrists), 
McKid  (childcare  by  Kindercare), 
McPapers  (local  newspapers  replaced 
by  USA  Today),  McTravel  (Disney 
and  Club  Med)  and  many  other 
instances  of  an  overhomogenized  and 
dehumanized  society,  hellbent  on 
maximum  efficiency. 

The  Japanese  won  acclaim  for  lean 
production  techniques  in  the  1970s, 
followed  in  the  past  decade  by  the 
business  process  reengineering  (BPR) 
movement.  Both  philosophies  incor- 
porated elements  of  scientific  manage- 
ment. Toyota,  Sony  and  the  other 
giants  turned  early  to  plant  automa- 
tion, as  Taylor’s  contemporaries  had 
phased  out  craft  workers.  BPR, 
premised  on  the  perfection  of  logical 
and  systematic  procedures,  aimed  to 
streamline  processes  and  eliminate 
redundant  tasks. 

Around  us,  call  center  operators 
follow  preprogrammed  responses  for 
orders  on  their  screens.  Banks  and 
insurance  companies  have  relin- 
quished much  retail  decision-making 
to  credit  scoring,  from  which  they 
send  standard  computerized  letters. 
Clerks,  who  used  to  add  up  prices  by 
hand,  have  been  “de-skilled,”  first  by 
cash  registers  and  now  by  barcoding. 
Active  badges  enable  bosses  to  pin- 
point their  employees’  location  any- 
where within  a workplace.  The  list  is 
endless,  but  should  certainly  include 
that  scientific  management  has  been 
directly  credited  with  the  switch  in 
baseball  from  underhand  to  more 
effective  over-arm  pitching.  03 


Vanessa  Drucker  is  a freelance  busi- 
ness writer  with  expertise  in  global 
capital  markets , securities  analysis 
and  economic  issues. 
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Shenzhen.  All  Chinese  share  trading  was 
gradually  moved  to  these  two  exchanges, 
beginning  in  late  1990.  After  12  years  of 
rapid  growth,  China  again  became  a major 
stock  market  in  the  Far  East,  third  in  size 
after  Japan  and  Hong  Kong. 

Over  the  .past  20  years,  China’s  econ- 
omy has  made  major  advances,  growing  at 
about  9 percent  each  year  and  creating  a 
major  pool  of  privately  held  savings, 
9.8  trillion  yuan  ($1.18 
trillion)  by  the  end  of  2002. 
k However,  most  of  that  sav- 
g#  ings  has  been  deposited 
in  China’s  banks  rather 
than  invested  in  stocks, 
H where  it  would  nor- 
mally  go  to  support 
HnU.  the  continued  growth 
Rff  of  Chinese  enterprises 
in  need  of  capital. 
V There  are  many  reasons 
for  this  lack  of  capital  mar- 


Next  year  will  mark  the  20th 
anniversary  of  the  re-emergence  of  securities 
trading  in  the  People’s  Republic  of  China. 
In  1984,  the  government  approved  the 
issuance  of  the  first  publicly  issued  stock 
since  1949.  The  issuing  company  was 
the  state-owned  Beijing  Tian-Qiao  Depart- 
ment Store,  which  issued  a three-year  fixed 
interest  rate  stock  that  resembled  a three-year 
bond  in  Western  financial  markets.  _ 
Beginning  in  1990,  China  also 
permitted  the  establishment 
of  24  regional  stock  Jk 
exchanges  to  trade  || 

the  slowly  expanding  LtW  __  jjjpp- 

number  of  new  shares.  / AV 
In  late  1990,  China 
formally  re-estab-llB 
lished  two  fully  func-  t*  C jgMliii 

tioning  national  stock  T a*fV 
exchanges,  one  in^HB 
Shanghai  and  one  in  the 
southern  Chinese  city 
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British  American  Tobacco  Company  in  Shanghai . 
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Chinese  stock  certificate  from  the  Schanghai  Security 
and  Commodity  Exchange  Company  issued  in  1 911. 


ket  intermediation.  First,  there  is  the 
relative  newness  of  the  Chinese  stock 
market  and  a lack  of  consumer  educa- 
tion about  stocks.  Second,  there  is  a 
lack  of  predictability  in  the  market 
and  the  recent  downturns  in  the  Chi- 
nese market  in  line  with  global  market 
downturns.  Third,  most  of  the  listed 
companies  are  large  and  medium 
state-owned  enterprises,  not  the  small 
and  medium-  sized  companies  that  are 
normally  among  the  most  profitable 
and  in  most  need  of  capital.  Fourth, 
there  is  a lack  of  company  transparency, 
a lack  of  modern  accounting  standards, 
a still  developing  financial  institution 
infrastructure,  and  a pattern  of  scandal 
and  market  manipulations  that  have 
hurt  investors’  trust  in  stock.  Finally, 
proceeds  from  stock  listings  have  often 
been  used  for  purposes  other  than  those 
listed  in  the  stock  prospectuses,  usually 
to  loan  to  the  parent  company,  to  spec- 
ulate in  the  market,  or  to  make  other 
investments  such  as  lending  in  the  black 
market  or  investing  in  real  estate. 


After  14  years  of  difficult  negotia- 
tions, China  was  finally  admitted  to 
the  WTO  in  2001.  Financial  services 
were  one  of  the  central  points  of  con- 
tention between  China  and  the  WTO 
members,  particularly  with  the  U.S. 
As  part  of  the  agreement  with  the  U.S., 
China  will  open  its  securities  industry 
in  various  ways.  The  major  reform  is 
that  foreign  financial  institutions  have 
been  allowed  a 33  percent  stake  in 
fund  management  enterprises  since 
China's  formal  accession  to  the  WTO. 
That  stake  is  permitted  to  rise  to  49 
percent  three  years  after  China’s  WTO 
accession.  Also,  U.S.  underwriters  are 
allowed  to  invest  up  to  33  percent  in 
joint  ventures.  In  addition,  joint  ven- 
tures with  U.S.  minority  stakes  are 
permitted  to  underwrite  domestic 
securities  issues,  as  well  as  to  under- 
write and  trade  in  foreign-currency 
denominated  securities  (debt  and 
equity),  and  are  allowed  to  carry  on 
fund  management  under  the  same  con- 
ditions as  Chinese  companies. 


China  was  first  opened  to  foreign 
commerce  as  a result  of  the  first  and 
second  opium  wars  of  1839-42  and 
1856-60,  when  foreigners  forced  the 
country  to  open  “treaty  ports”  in  its 
coastal  cities  of  Shanghai,  Guangzhou 
(Canton),  Fuzhou  (Fukien),  Xiamen 
(Amoy),  and  Ningbo  (near  Shanghai). 
In  these  cities,  foreigners  imported 
opium  and  tobacco,  exported  tea  and 
silk,  and  conducted  business  including 
shipping,  mining,  railway  construction, 
banking  and  insurance.  Capital  for  the 
various  foreign  enterprises  was  raised 
abroad  in  cities  such  as  London,  and 
in  colonies  such  as  India  and  Hong  Kong. 

In  1864,  the  first  foreign-funded 
company,  a British  company,  issued 
stock  for  50,000  taels  of  silver;  a tael 
was  r 1/3  ounces.  Later  other  foreign 
companies,  including  Jardine  Matheson, 
British  American  Tobacco  Company, 
the  Bank  of  France,  and  the  Hong 
Kong  and  Shanghai  Banking  Corpora- 
tion— the  same  HSBC  still  in  business 
— also  began  to  issue  stocks  and  bonds. 
Their  shares  in  China  were  traded 
privately  until  1869,  when  the  British 
Stock  Company  opened  in  Shanghai 
to  trade  shares  in  foreign  companies. 
In  1891,  the  Shanghai  Shareholder’s 
Association  was  established,  but  trading 
was  slow  and  took  place  mainly  in  the 
Western  Chamber  of  Commerce  Build- 
ing and  in  front  of  the  HSBC  front 
door  until  1 898. 

Foreign  business  activity  greatly 
expanded  in  the  wake  of  China’s  loss 
in  the  Sino-Japanese  War  of  1895.  The 
eight  foreign  powers  forced  the  Qing 
Imperial  government  to  permit  foreign 
enterprises  to  operate  throughout 
China  with  the  protection  of  the 
unequal  Sino-foreign  treaties.  Foreign 
business  activities  boomed,  particu- 
larly in  railways  and  banking,  and  the 
number  and  value  of  foreign  stocks 
skyrocketed.  As  a result,  the  (foreign) 
Shanghai  Stock  Exchange  was  restruc- 
tured in  1903,  and  registered  in  Hong 
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British  Mining  Company  stock  issued  in  1925. 


Kong  with  100  members:  87  foreign 
and  13  Chinese. 

A parallel  market  began  when  Chi- 
nese companies  began  to  establish  for- 
eign-style enterprises  and  raise  capital 
by  issuing  shares  to  private  investors. 
The  first  Chinese  joint-stock  company, 
the  Shanghai-based  China  Merchants 
Steam  Navigation  Company,  was  set 
up  in  1872  by  the  Zhu  brothers 
under  the  guidance  of  the  Chinese 
government’s  major  advocate  of  west- 
ern industrialization,  Viceroy  Li 
Hongzhang.  By  the  early  1880s,  more 
than  15  Chinese-owned  companies 
had  been  established  and  had  floated 
stock  in  Shanghai.  Shares  were  traded 
informally  among  shareholders’  rela- 
tives and  friends.  The  Qing  Imperial 
government  also  began  to  issue  govern- 
ment bonds  for  industrialization  and 
other  needs,  particularly  financing 
wars  with  foreign  powers. 

The  first  Chinese-owned  brokerage, 
the  Shanghai  Pingzhun  Stock  Broker- 
age Company,  began  trading  Chinese 
stocks  in  1882.  After  a year  of  growth 
and  active  trading,  a combination  of 
over-speculation,  failure  of  silk  invest- 
ments, and  the  coming  Sino-French 
War  of  1883  led  to  the  company’s  col- 


lapse in  1883.  Trading  then  took  place 
informally  as  “Teahouse  Trading” 
until  1 9 1 4,  when  the  Shanghai  Chi- 
nese Brokers’  Association  was  founded. 
Organized  trading  resumed  based  on 
China’s  first  security  exchange  law. 
Chinese  security  trading  floors  were 
set  up  in  Beijing  in  1918  and  in  Shang- 
hai in  1920  with  the  Shanghai  Security 
and  Commodity  Exchange,  and  in 
1921  with  the  Shanghai  Chinese  Secu- 
rity Exchange.  Also  in  1921,  China’s 
first  corporate  bonds  were  issued  for 
the  Tonghai  Farming  Company.  The 
two  Chinese  Shanghai  exchanges 
merged  in  1933  and  were  housed  in 
a new  Shanghai  securities  building 
opened  in  1934,  which  became  the 
largest  and  most  advanced  securities 
market  in  the  Far  East. 

Most  stock  trading  ceased  after 
1937,  when  Japan  invaded  China  and 
took  over  most  of  its  territory  and  all 
of  its  coastal  cities.  Stock  trading 
moved  to  the  over-the-counter  market 
and  to  black  market  transactions.  A 
year  after  the  Chinese  and  allied  vic- 
tory over  Japan  in  1945,  the  Shanghai 
Stock  Market  reopened.  In  addition, 
trading  in  government  bonds,  as  well 
as  unlisted  and  foreign  company 


stocks,  took  place  outside  of  Shang- 
hai’s newly  reopened  stock  market.  In 
1948,  with  changes  in  the  official  Chi- 
nese currency  and  rampant  inflation, 
China’s  stock  exchanges  again 
stopped  trading  until  March  1949. 
That  May,  when  the  communists  took 
over  Shanghai,  the  Shanghai  Stock 
Exchange  was  officially  closed  and  all 
foreign  companies  withdrew  their 
operations  in  China. 

The  government  of  the  People’s 
Republic  of  China  reopened  the  Tianjin 
Exchange  in  1949  and  the  Beijing 
Exchange  in  1950,  but  both  were 
closed  again  in  1952.  In  1953,  China 
adopted  Soviet  Russian  central  plan- 
ning methods  to  allocate  capital.  From 
1953  to  J95C  the  government  gradu- 
ally purchased  Chinese  private  share- 
holding companies.  The  5 percent 
fixed  dividend  paid  by  the  government 
was  based  on  the  government-assessed 
value  of  the  private  shares.  These  gov- 
ernment payments,  amounting  to  120 
million  yuan  per  year  to  1.14  million 
individual  Chinese  shareholders,  con- 
tinued from  1956  to  1966,  when  pay- 
ments ceased.  From  1953  to  1958,  the 
government  issued  bonds  to  raise 
funds  for  “socialist  construction,”  but 
they  were  never  traded. 

By  the  end  of  2002,  listed  companies 
had  increased  to  a total  of  1,224 
domestic  companies  with  a total  market 
capitalization  of  3.8  trillion  yuan  ($457 
billion).  There  are  currently  68.8  mil- 
lion Chinese  stock  brokerage  accounts. 
Related  financial  services  industries 
have  also  boomed,  and  there  are 
currently  126  securities  brokerage 
houses  with  branches  throughout 
China.  The  country  also  has  21  fund 
management  companies  that  oversee 
71  investment  funds  (closed-end  and 
open-end),  with  total  assets  of  131.9 
billion  yuan  ($15.9  billion). 

China’s  newly  emerging  stock 
markets  are  unique  in  many  ways. 
First,  the  majority  of  Chinese  listed 
companies  are  large  or  medium-sized 
state-owned  enterprises  (SOEs)  that 
have  been  selected  by  the  government. 
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The  Shanghai  Stock  Exchange  hall. 


such  as  Haier  Electronics  (producing 
appliances  and  electronic  products) 
and  Tsingrao  Beer.  Shares  are  issued  in 
three  categories:  state-owned  shares, 
which  are  the  majority  (about  60 
percent)  but  not  publicly  traded;  legal 
person  shares  (2.5  percent)  owned  by 
government  institutions  and  also  not 
publicly  traded;  and  the  rest,  individu- 
ally-owned shares,  publicly  traded 
on  the  two  exchanges  and  comprising 
up  to  only  15  percent  of  the  total 
shares.  This  structure  has  guaranteed 
continued  Chinese  government  major- 
ity ownership  and  control. 

A second  distinct  feature  of  the 
Chinese  securities  markets  is  that 
tradable  shares  are  divided  into  two 
classes:  “A”  shares  trade  exclusively 
in  Chinese  currency,  comprise  about 
95  percent  of  tradable  shares,  and  are 
available  only  to  Chinese  investors. 
The  remaining  5 percent  of  tradable 
shares,  called  “B”  shares,  are  traded  in 
U.S.  currency  in  Shanghai  and  in 
Hong  Kong  currency  in  Shenzhen  and 
are  purchasable  by  both  foreigners 
and  Chinese  possessing  foreign  cur- 
rency. “A”  and  “B”  shares  give  equal 
ownership  rights  in  Chinese  compa- 
nies, although  there  continues  to  be  a 
major  discrepancy  in  price  between 
the  same  “A”  and  “B”  shares,  with 
“B”  shares  discounted  from  a high 
of  70  percent  to  a recent  low  of  40 
percent.  This  division  of  shares  was 
intended  to  protect  China’s  infant  “A” 
share  market  from  possible  foreign 
financial  control.  “B”  shares  were 
designed  for  foreign  investors,  but 
became  available  to  Chinese  investors 
holding  foreign  currency  in  2001. 


Secondary  share  transactions  are 
conducted  electronically,  similarly  to 
the  Nasdaq  Stock  Market.  Over  the 
past  10  years,  China's  two  stock 
exchanges  have  grown  rapidly  and 
experienced  extreme  volatility.  The 
major  reasons  for  market  volatility 
have  been  changing  government 
policies  (such  as  deciding  how  many 
companies  can  be  listed,  permitting 
selected  foreigners  to  invest  in  ‘"A” 
shares,  and  deciding  when  to  sell 
government-owned  shares),  market 
manipulations  such  as  insider  trading, 
the  relatively  small  size  tradable  shares, 
and  a lack  of  institutional  investors. 
To  counter  these  swings  and  upgrade 
China’s  emerging  stock  market  sys- 
tem, the  government  has  established 
the  Chinese  Securities  Regulatory 
Commission,  similar  to  the  SEC  in  the 
U.S.,  to  oversee  securities  issuing  and 
secondary  market  trading  practices.  A 
modern  legal  and  regulatory  frame- 
work based  on  internationally  accepted 
practices  has  also  been  established. 


As  mentioned,  foreigners,  mostly 
institutional  investors  or  overseas  Chi- 
nese, were  initially  limited  to  tap 
China’s  “B”  share  market  of  about 
1 20  share-issuing  companies. 
Recently,  however,  the  Chinese  gov- 
ernment opened  the  “A”  share  market 
to  more  foreign  investors  in  the  form 
of  “qualified  foreign  institutional 
investors,”  but  with  limitations  and 
restrictions  that  are  still  under  discus- 
sion. The  securities  service  sector 
(investment  banking  services)  had 
been  almost  entirely  closed  to  foreign 
investment  bankers  with  the  exception 
of  the  China  International  Capital 
Corporation  (CICC),  which  is  Mor- 
gan Stanley's  joint  venture  in  China 
with  the  China  Construction  Bank 
and  three  smaller  partners.  HD 

Chen  Ji  is  a professor  in  the  College  of 
Business  at  the  University  of  Colorado 
at  Denver  (VCD).  Steve  Thomas  is  a 
professor  in  the  Department  of  Political 
Science  at  UCD. 


Shanghai  Security  Exchange  before  1 949. 
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A CORPORATE  GOVERNANCE  FAILURE  IN  1 820s  NEW  YORK 


Directors  who  rarely  attend 
board  meetings  and  when  they  do 
it  is  only  to  vote  themselves  a perk. 
Stockholders  who  are  at  first  oblivious 
and  later  furious.  Share  prices  that 
fall  faster  and  farther  than  they  rose. 
Such  phenomena  are  not  unique  to 
the  early  Third  Millennium  A.D. 
Episodes  of  corporate  governance 
breakdowns  periodically  punctuate 
American  business  history.  The  first 
wave  occurred  in  New  York’s  financial 
services  sector  in  the  1820s.  Histori- 
ans have  yet  to  unravel  the  details  of 
the  defalcations,  most  of  which 
swirled  around  infamous  financier 
Jacob  Barker.  The  sordid  story  of  the 
Hope  Insurance  Company,  however, 
has  recently  come  to  light. 

Hope  was  a marine  insurance 
company  formed  just  as  the  economy 
began  to  recover  from  the  recession 
that  followed  the  Panic  of  1819.  After 
a rocky  start,  the  company  experienced 
a “very  great  run  of  business.”  Outside 
investors  observed  the  business  of  the 
office  and  hence  believed  reports  that 
the  company  was  going  to  be  wildly 
profitable  when  international  trade 
levels  improved.  Investors,  like  War  of 
1812  veteran  John  Michael  O’Connor 
who  purchased  300  shares  late  in  Janu- 
ary 1824,  imbibed  heavily  of  its  stock, 
driving  the  price  to  a high  just  shy  of 
125  percent  of  par. 

Then  the  company  had  to  pay  some 
big  claims  and  the  stock  price  dipped 
as  fast  as  it  had  run  up.  But  as  the 
company’s  five-year  stock  chart  shows, 
that  was  only  the  beginning.  Cessation 
of  dividend  payments  brought  a fur- 


By  Robert  E.  Wright 

ther  drop.  After  a “dead  cat”  bounce 
around  60  percent  of  par,  the  stock 
took  an  almost  vertical  plunge  from 
which  it  never  recovered. 

After  the  company  stopped  paying 
dividends,  O’Connor  began  to  observe 
his  investment  more  closely.  He  soon 
came  to  a few  disturbing  conclusions. 
For  starters,  the  office  was  busy,  but 
only  because  the  company  offered  its 
policies  at  cut  rate  premiums.  More 
ominously,  he  noted  that  “many  direc- 
tors do  not  go  near  the  office  for  months 
together”  and  when  they  did,  it  was 
only  to  secure  themselves  large  policies 
on  risky  voyages  at  low  rates. 

O’Connor  told  fellow  stockholders 
that  the  “only  remedy  left  to  save  the 
miserable  wrecks  of  your  property  from 
utter  destruction”  was  to  effect  “a  total 
change  of  the  direction  and  officers 
of  the  institution  at  the  approaching 
election  and  the  election  in  their  place 
of  men  deeply  and  pecuniarily  inter- 
ested in  its  safety  and  prosperity  and 
whose  prudence  and  high  standing  in 
society  will  afford  a double  guarantee 
that  your  property  will  not  hereafter 
be  sacrificed  to  the  vanity  of  being 
reputed  to  do  a great  business  though 
on  ruinous  terms,  or  to  the  sordid 
calculations  of  personal  emolument.” 

O’Connor  clearly  understood  the 
economic  incentive  issues  involved.  The 
board  was  analogous  to  a legislature; 
directors  were  supposed  to  act  on  behalf 
of  their  constituents,  the  shareholders. 
But  Hope’s  directors  acted  “as  if  they 
were  the  proprietors  and  not  the  ser- 
vants of  the  company!”  The  insider 
underwriting  that  they  allowed  was  as 
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bad  as  the  insider  lending  that  went  on 
in  some  banks.  The  only  solution  to 
the  problem,  O’Connor  understood, 
was  to  elect  men  “whose  interests  will 
no  longer  be  at  variance  with  that  of 
the  stockholders.” 

Unfortunately,  O’Connor’s  efforts 
proved  too  little  too  late.  Hope  proved 
hopeless.  The  stock  continued  to  lose 
value.  Bid-ask  spreads  widened  as  it 
began  to  trade  less  frequently.  It  finally 
joined  many  of  the  ships  that  it 
insured  beneath  the  waves. 

We  should  not  conclude  from  this 
story  that  all,  or  even  most,  early  cor- 
porations had  governance  structures 
as  corrupt  as  that  of  Hope  Insurance. 
In  fact,  a good  case  can  be  made  that 
early  business  leaders  better  understood 
the  principles  of  corporate  governance 
— incentive  compatibility  — than  we 
do  today.  Generally,  early  corporations 
paid  cash  bonuses  based  on  long-term 
performance  rather  than  short-term 
stock  options.  Moreover,  they  dearly 
separated  the  executive  function  of 
officers  from  the  legislative  function 
of  directors.  Finally,  they  built  strong 
corporate  cultures  by  promoting  from 
within.  Obviously,  problems  still  some- 
times arose,  but  only  when  the  corpo- 
rate governance  principles  laid  out  by 
Alexander  Hamilton,  Thomas  Willing, 
and  America’s  other  early  corporate 
founders  went  unheeded.  EO 
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(Rowman  and  Littlefield  1001).  His 
forthcoming  titles  include  Mutually 
Beneficial  (New  York  University  Press, 
with  George  David  Smith ) and  Finan- 
cial Founding  Fathers  (with  David 


Jack  Cowen). 
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Stock  Chart:  Hope  Insurance,  1822-1827 
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“The  Nobel  Prize”  Features  Treasures 
from  the  Smithsonian  Collection 

continued  from  page  7 

inception  in  1901.  According  to  Meg 
Ventrudo,  Assistant  Director  for 
Exhibits  and  Education  at  the  Museum 
of  American  Financial  History,  this 
installation  of  the  Smithsonian’s 
exhibit  is  unique  in  that  it  focuses  on 
the  winners  in  the  economics  category 
including  the  recent  work  of  Douglass 
North,  Robert  Fogel,  Robert  Merton, 
Myron  Scholes,  Joseph  Stiglitz,  Daniel 
Kahneman  and  Vernon  Smith. 

“The  Nobel  Prize”  will  be  on  display 
in  the  Museum  gallery  at  28  Broad- 
way through  July  31,  2003.  GD 

Joyce  Chang  is  a high  school  senior 
at  the  Bergen  County  Academies  in 
New  Jersey  and  is  currently  interning 
at  the  Museum. 
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Notes 

1 . Academics  haven't  been  terribly  suc- 
cessful at  killing  off  financial  tools  or 
concepts.  Consider  Beta,  which  has 
been  declared  dead  at  least  twice  in  its 
short  history  but  is  still  calculated  and 
made  available  to  investors  by  a num- 
ber of  financial  services.  We  should  be 
thankful  that  these  financial  economists 
didn’t  choose  to  study  medicine! 

z.  According  to  the  Miller-Keane  Medical 
Dictionary,  it  is  apparently  a “useless 
structure.” 

3.  Tax  revenue  losses  would  not  be 
insignificant.  According  to  The  Wall 
Street  Journal,  investors  declared  $i4Z 
billion  in  dividend  income  and  $18  5 bil- 
lion in  interest  income  in  the  year  zooo. 
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Markets,  Mobs  & Mayhem 

A Modern  Look  at  the  Madness  of  Crowds 


By  Robert  Menschel 

John  Wiley  & Sons,  2002,  $24.95 

Reviewed  by  Gregory  DL  Morris 


| MARKETS,! 
I MOBS  & ! 
1 MAYHEM! 

A Modern  Look  at  

the  Madness  of  Crowds 


— — FOREWORD  BY 

WILLIAM  SAFIRE 

ROBERT  MENSCHEL 


By  way  of  cautionary  tales, 
there  is  much  of  value  to  the  investor 
in  this  book.  And  by  way  of  behav- 
ioral perspective,  there  is  even  more 
of  value  to  the  history  buff.  But  the 
approach  takes  a bit  of  getting  used 
to.  Despite  the  top  billing  that  “mar- 
kets” get  in  the  title,  this  provocative 
book  is  much  more  about  mobs 
and  mayhem.  And  although  Robert 
Menschel  is  listed  as  author  he  more 
accurately  could  be  listed  as  compiler, 
editor,  and  Greek  chorus. 

Menschel  certainly  has  the  street 
cred  to  put  together  such  a volume. 
His  college  roommate  William  Safire 
wrote  the  foreword  lauding  Menschel 
and  citing  Ralph  Waldo  Emerson  and 
Charles  Mackay’s  1941  landmark 


Popular  Delusions  and  the  Madness 
of  Crowds.  Given  that  warm-up,  a 
reader  can  be  forgiven  for  anticipating 
some  insightful  and  incisive  conclu- 
sions on  what  went  wrong  with  the 
tech  bubble,  or  at  least  what  we  have 
learned  since  the  South  Seas  Bubble 
and  Tulipmania. 

But  Menschel’s  point  is  that  we 
have  not  learned  a thing  in  the  past 
400  years  and  that  on  the  contrary, 
nothing  went  wrong  with  the  Tech 
Bubble  — as  a speculative  mania  it 
performed  beautifully  from  the  gath- 
ering buzz,  to  the  euphoric  climax  to 
the  sudden  and  ruthless  demise.  Maybe 
the  only  thing  new  was  the  clever 
phrase:  “irrational  exuberance.” 

Investors  who  lost  it  all  can’t  say  they 
weren’t  warned.  And  now  that  MM&M 
is  on  the  shelf,  no  speculators  from 
now  on  can  say  they  were  not  warned. 

The  book  is  divided  into  five  sec- 
tions: Booms,  Bubbles  & Busts;  Rumors 
& Suggestions;  Fear  & Panic;  Violence 
& Vigilantes;  and  Followers  & Readers. 
Those  interested  in  only  financial  history 
will  quickly  notice  that  only  the  first 
section  explicitly  addresses  market 
panics.  Perhaps  Menschel  thought  the 
famous  ones  have  been  done  to  death, 
or  that  the  Tech  Bubble  was  so  recent 
that  only  a quick  review  would  be 
necessary.  Nevertheless,  the  coverage 
of  the  Tulip,  South  Seas,  Mississippi, 
and  other  famous  bubbles  makes  for  a 
serviceable  review. 

Each  section  begins  with  an  intro- 
duction by  the  author  and  ends  with 
a summary  by  him  headed,  “Keeping 
Your  Head  While  All  About  You  Are 
Foosing  Theirs.”  In  between  are  a 
well-chosen  collection  of  first-hand 
accounts  and  short  broad  essays  by 


more  famous  authors  and  personalities. 
So  what  Menschel  has  done  is  assemble 
a box  of  chocolates,  or  rather,  sour- 
lemon  drops,  in  individual  wrappers  of 
his  own  making.  There  are  also  plenty 
of  bon  mots  from  Shakespeare,  John 
Milton,  and  Henry  David  Thoreau 
sprinkled  liberally  through  the  book. 

The  heart  of  the  booms  and  busts 
section  opens  with  a thundering  truism, 
“The  most  dangerous  words  in  the 
English  language  are  ‘it’s  different  this 
time.’  A speculative  boom  in  the  stock 
market  can’t  change  the  basic  laws  of 
business,  like  the  idea  that  companies 
have  to  make  a profit,  but  it  can,  dan- 
gerously, make  people  believe  that 
they  have  changed.” 

To  back  that  up  he  has  included  the 
single  most  useful  part  of  the  book,  a 
table  of  nine  major  booms  and  busts 
showing  their  time  and  place,  length, 
appreciation,  and  decline,  as  well  as  the 
length  of  the  subsequent  bear  market. 
The  biggest  run-up,  6 zoo  percent,  and 
the  largest  decline,  99  perfect,  were 
both  in  the  Mississippi  Bubble  in  France 
1719  to  1721.  The  longest  bull  run,  71 
months  (almost  six  years),  was  the  U.S. 
market  1923  to  1932;  the  longest  sub- 
sequent bear  run,  33  months,  was  The 
Great  Depression  (see  story,  page  20). 

The  thesis  of  MM&M,  or  better  the 
tocsin,  is  that  booms-and-busts,  manias, 
panics,  and  bubbles  are  a natural  part 
of  financial  markets  because  they  arise 
from  the  human  herd  instinct.  There  is 
a bit  of  a libertarian  patina  on  some  of 
this,  but  the  idea  is  not  so  much  con- 
trarian as  individualistic:  make  rational 
decisions  based  on  sound  information 
and  act  decisively  regardless  of  whether 
that  means  running  with  the  herd  or 
against  it. 
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There  is  no  small  irony  in  this.  For  most  of  its  tenure.  Wall 
Street  has  been  the  province  of  capitalists,  speculators,  and 
traders,  not  individual  investors.  Some  might  argue  it  still  is. 
It  is  only  a slight  oversimplification  to  say  that  the  firm  of 
Merrill  Lynch  created  a large  class  of  individual  investors 
around  mid-century  by  convincing  people  that  there  was 
safety  in  numbers.  They  were  not  out  there  by  themselves 
swimming  with  the  sharks,  but  rather  running  with  the  thun- 
dering herd. 

To  drive  home  the  point,  the  subsequent  sections  go 
from  the  silly  — the  nursery  rhyme  of  Chicken  Little  (originally 
Chicken  Licken),  Beatlemania,  and  the  Hula  Hoop,  to  the 
scary  — the  broadcast  of  The  War  of  The  Worlds  by  H.  G. 
Wells,  to  the  horrible  — the  Coconut  Grove  and  Iroquois 
Theater  fires,  to  the  sickening — lynchings  in  the  U.S.  and 
Hitler's  rise  to  power.  One  section  subhead  sums  up  Men- 
schel’s  point  bluntly:  “The  Beast  Within.” 

Hideous  as  some  of  those  events  were,  can  they  really  be 
instructive  for  investors  and  financial  advisors?  As  predictors 
of  next  quarter's  revenue  they  are  useless,  but  as  insights  into 
crowd  behavior,  they  are  sobering. 

While  the  introductions  and  conclusions  to  each  section  do 
bring  the  point  back  to  market  behavior  and  investing,  it  would 
be  more  helpful  if  Menschel  illustrated  how  the  rational 
individual  might  have  profited  from  the  last  bubble.  For 
example,  there  were  many  people  who  saw  the  tech  run-up 
as  just  that,  and  stayed  far  away.  In  retrospect,  the  smarter 
thing  would  have  been  to  jump  in  for  a short  ride. 

Similarly  many  large  and  small  investors  fled  equities  when 
markets  tanked,  and  are  still  on  the  sidelines.  Others  have  rid- 
den it  out.  Again,  the  best  play  would  have  been  to  short 
yourself — bail  when  bottom  fell  out,  but  buy  back  in  when 
some  stability  returned. 

But  as  if  to  prove  how  easy  it  is  to  get  caught  up  in  the 
sweep  of  things,  Menschel  himself  falls  prey  in  one  instance 
to  over-statement  and  embellishment  for  effect  — the  very 
offenses  he  purports  to  condemn.  In  referring  to  the  terrorist 
attack  in  New  York  on  September  i i,  2001,  he  writes,  “New 
York  City  was  full  of  dazed,  aimless  wanderers  in  the  hours 
after  the  attacks  there,  people  unhurt  by  the  collapse  of 
the  World  Trade  Center  towers  but  fully  in  the  grip  of  fear 
and  panic.” 

Fear,  maybe.  But  there  was  no  panic  whatsoever. 

The  stories  of  heroism  and  sacrifice  at  the  scene  are  well 
told.  But  it  should  be  more  widely  know  that  hundreds  of 
thousands  of  people,  maybe  a million,  evacuated  lower  Man- 
hattan that  morning  with  no  stampede,  no  violence,  no  law- 
lessness, and  no  hysteria.  There  was  shock,  horror,  even  fear, 
but  the  crowds  streamed  peacefully  up  the  avenues  and  over 

continued  on  page  3 7 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Bob  Shabazian 

1.  Not  long  ago.  President  Bush  named  a new  Secretary 
of  the  Treasury.  Who  was  the  country’s  first  Treasury 
Secretary,  and  in  what  year  was  he  appointed? 

z.  What  raw  material  accounted  for  two-fifths  of  U.S. 
exports  from  1816-  1820? 

3.  Who  first  discovered  the  gold  that  led  to  the  California 
gold  rush? 

4.  Bethlehem  Steel,  in  its  heyday,  forged  steel  for  the 
building  of  the  Empire  State  Building  and  ships  for 
World  War  II,  as  well  as  what  famous  bridge? 

5.  What  device  did  saloon  owner  James  T.  Ritty  patent 
m 1879  to  combat  pilferage? 

6.  Ralph  Schneider  is  hardly  a household  name,  but  in 
1950  he  introduced  something  that  had  a profound 
effect  on  our  society.  What  was  it? 

7.  The  Dow  Jones  Industrial  Average  finished  down  in 
2002  for  the  third  consecutive  year.  When  was  the 
last  rime  the  DJIA  suffered  a three-year  losing  streak? 

8.  In  2002,  what  major  company  became  the  first  to 
announce  it  would  treat  stock  options  as  an  expense? 

9.  What  is  the  largest  bankruptcy  case  in  U.S.  history? 

10.  All  but  one  of  the  30  companies  in  the  DJIA  have 
paid  a dividend.  Which  has  not? 
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The  History  and  Development  of  the  CBOE 

continued  from  page  ij 


The  CBOE  today. 


An  Expanding  and 
Maturing  Marketplace 


members  showed  support  by 
exercising  their  trading  rights 
and  registering  to  become 
market  makers.  During  road 
shows  to  New  York,  CBOE 
representatives  sought  to  per- 
suade local  put  and  call  deal- 
ers and  member  firms  with 
option  departments  to  buy 
memberships  (or  exercise 
existing  CBOT  member- 
ships). Many  in  the  New 
York  options  community 
voiced  skepticism  about  the 
new  market  and  held  little  hope 
it  would  survive.  Others  felt  it 
had  the  potential  to  become 
a viable  competitor.  Some 
firms  relocated  personnel  to 
Chicago  while  others  set  up 
correspondent  and  clearing 
relationships  to  service  their 
New  York  customer  base. 

On  opening  day,  April  z 6, 

197 3,  CBOE  began  trading 
call  options  on  16  underlying 
stocks,  all  well-known  NYSE 
listed  companies.  A total  of 
91 1 contracts  traded  repre- 
senting an  equivalent  of 
more  than  91,000  underly- 
ing shares,  about  the  then 
daily  average  of  the  OTC 
options  market.  However,  all  compar- 
isons between  the  listed  and  OTC 
markets  ended  that  day  as  CBOE’s 
trading  volume  increased  exponen- 
tially. At  year-end  1973,  CBOE’s 
average  daily  trading  volume  was 
nearly  6,500  contracts.  A year  later  it 
had  surged  to  more  than  22,000  con- 
tracts which,  when  measured  in  terms 
of  shares  traded,  exceeded  the  share 
volume  on  all  but  two  of  the  13  U.S. 
securities  exchanges.  Somewhere  lost 
in  the  hubbub,  and  without  any  clos- 
ing ceremony,  New  York’s  conven- 
tional OTC  options  market  quietly 
disappeared. 


If  imitation  is  the  sincerest  form  of 
flattery,  CBOE  has  been  complimented 
repeatedly  for  all  the  major  U.S. 
exchanges-as  well  as  50  more  markets 
around  the  world  — have  entered  the 
options  business.  When  the  SEC  finally 
ended  the  “pilot  program”  status  of 
options  in  mid-1980,  CBOE  demon- 
strated its  creative  development  capa- 
bilities by  introducing  standardized 
options  on  interest  rates  (1982)  and 
indexes  (1983).  To  meet  the  particular 
needs  of  index  trading,  CBOE  pio- 
neered the  concept  of  cash  settlement, 


as  opposed  to  physical 
delivery,  and  trading  vol- 
ume soared  as  CBOE’s 
index  options  became 
among  the  most  actively 
traded  contracts  in  the 
world.  Following  the 
sharp  drop  of  1987,  and 
in  response  to  investor 
appeals  for  options  with 
extended  expirations, 
CBOE  introduced  long- 
term options,  called  LEAPS 
in  1990,  with  expirations 
in  excess  of  two  years. 
In  1993,  the  exchange 
created  FLEX  options 
which  allow  institutional 
investors  to  customize  the 
terms  of  a contract  and 
unveiled  a market  volatil- 
| ity  index,  VIX,  which  is 
'i  widely  referred  to  as  the 
I benchmark  “fear  gauge” 
| for  the  markets.  And  in 

Q3 

| 1997,  nearly  30  years 
3 from  the  time  CBOT  ini- 
's- tially  tinkered  with  the 
f idea  of  trading  a cash-set- 

.0 

tied  futures  contract  on 
the  Dow  Jones  Industrial 
Average,  CBOE  intro- 
duced cash-settled 

“Options  on  the  Dow.”  In  2000, 
CBOE’s  average  daily  trading  volume 
exceeded  one  million  contracts. 

Fortunately,  exchange-traded  options 
have  never  suffered  any  financial  scan- 
dal arising  out  of  a failure  to  perform 
the  agreed  upon  contract  terms  of  any 
listed  contract.  This  is  largely  due  to 
the  rigorous  standards  that  have  been 
in  place  since  the  outset  of  trading 
when  CBOE  operated  its  own  clearing 
arm.  Since  1975,  when  that  clearing 
arm  was  spun-off,  the  Options  Clearing 
Corporation  has  assumed  the  function 
of  centralized  clearing  house  for  all 
options  traded  on  U.S.  exchanges.  It 
also  serves  as  issuer  and  guarantor  of 
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Events  Calendar 


SPRING  SUMMER  2003 


MAY 

“25  Years  of  Change:  Business  Journalism  Finds  New  Audiences,  New  Media,  and  New 
Challenges,”  a panel  of  distinguished  financial  journalists.  Baruch  College  Newman  Conference 
Center,  151  East  25th  Street,  7th  Floor,  NYC,  6 pm.  Reservations  not  required.  Free. 

JUNE 

"Pan  Am  and  the  Golden  Age  of  Air  Travel,”  an  exhibition  commemorating  the  centennial  of  flight 
featuring  artifacts,  photographs  and  original  documents  from  Pan  American  Airlines,  opens  in 
Museum  gallery. 

Museum  fundraiser  at  the  New  York  Athletic  Club,  hosted  by  The  Mergers  & Acquisitions  Advisor, 
6:30-8:30  pm.  Call  212-908-4695  for  information. 


J U LY 

“The  Nobel  Prize:  Celebrating  100  Years  of  Creativity  and  Innovation”  closes  at  the  Museum. 


each  contract  and  through  a compre- 
hensive system  of  safeguards  has 
essentially  eliminated  any  credit  and 
performance  risk  concerns. 

Today,  the  options  markets  in  the 
U.S.  are  extremely  competitive.  While 
it  was  once  the  “only  game  in  town" 
and  accounted  for  ioo  percent  of  the 
business,  CBOE  now  finds  itself  in  a 
battle  against  four  seasoned  competitors, 
all  of  who  are  seeking  to  take  away 
market  share  and  trading  volume  from 
each  other.  While  prospects  for  growth 
for  the  U.S.  options  industry  may  not 
he  as  bright  as  in  the  past,  regardless 
of  what  the  future  brings,  the  CBOF. 
will  always  retain  its  place  in  the  annals 
of  financial  history  as  a trail  blazer, 
whose  contribution  to  the  moderniza- 
tion and  sophistication  of  the  financial 
markets  cannot  be  overstated.  OH 

Howard  A.  Baker  is  a member  of  the 
Editorial  Advisory  Board  of  Financial 
History  magazine  and  former  head  of 
the  Options  Division  of  the  American 
Stock  Exchange. 


Sources 

“25  Years  of  Options.”  Videotape  pro- 
duced by  Chicago  Board  Options 
Exchange  and  The  Options  Clearing 
Corporation.  1998. 

“A  History  of  Innovation,”  Striking  Price 
column,  Barron’s.  July  15,  1996.  Finan- 
cial Guarantee.  The  Options  Clearing 
Corporation.  September  1995. 

Market  Maker:  A Sesqnicentennial  Look 
at  the  Chicago  Board  of  Trade.  1998. 

But  Options  and  Call  Option  Contracts. 
Put  and  Call  Brokers  and  Dealers  Asso- 
ciation, Inc.  Third  Edition.  1966. 

SEC  “Report  of  the  Special  Study  of  the 
Options  Markets  to  the  Securities  and 
Exchange  Commission.”  December  22, 
1978. 

SEC  Securities  Exchange  Act  Release  No. 
9985-  February  1,  1973. 

Conversations  with  William  J.  Brodsky, 
James  E.  Brucki,  Dan  Galai,  David 
Johnson,  Gary  Knight,  Burton  Malkiel, 
Lawrence  McMillan,  Paul  G.  Stevens, 
Joseph  W.  Sullivan  and  James  Zalesky. 


Markets,  Mobs  Sc  Mayhem 
A Modern  Look  at  the 
Madness  of  Crowds 

continued  from  page  3 s 
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the  East  River  bridges.  The  few  indi- 
viduals who  started  to  panic  were 
calmed  by  others  near  them. 

Despite  the  great  sadness  and  even 
anger,  the  evacuation  was  actually  a 
paragon  of  what  Menschel  advocates. 
It  was  calm,  it  was  peaceful,  and  it 
was  unled.  It  was  intelligent  people 
acting  in  their  own  best  interests  but 
without  inflicting  any  harm  on  others. 
It  was,  in  short,  the  ideal  for  stock 
markets.  BD 

Gregory  DL  Morris  is  a member  of 
Financial  History’s  editorial  hoard. 
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STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA' S FINANCIAL  HISTORY. 


Herzog  Hollender  Phillips  & Co. 

P.O.  Box  14376,  London  NW6  12D,  England 


Keith  Hollender,  Author  of  “Scripophily” 


Tel / Fax  (OsO)  7433-3577 
hollender@dial.pipex.com 


N°> 


A 


A 


FOR  A COPY  OF  OUR  NEXT  CATALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


Ken  Prag  Paper  Americana 

Stocks  & Bonds  • Post  Cards  • Passes  • Timetables  • Etc. 
Catalog  plus  3 beautiful  stocks  $8.95 

Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386  • kprag@planeteria.net 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 

Robert  O.  Greenawalt 

CURATOR  AND  COLLECTOR 

SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAILROADIANA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


4-4-0  American  Type 
steam  loco 


Vigne*6' 


— EjL  1960  — 


ROBERT  F.  KLUGE 


GRAPHIC  AND  HISTORIC 
PAPER  AMERICANA: 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  NJ  07204  • 908-241-4209 


r 

Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 

Fax: 

603  882-4797 

E-mail: 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 


GEORGE  H.  "N 

LaBARRE 

GALLERIES 

'’INC. 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


Gallerie  Numistoria 

Next  to  the  Paris  Stock-  Exchange 


Stocks  and  Bonds-  Modern  Coins-  Banknotes 


76,  Rue  de  Richelieu 
F-  75002-  Paris 
France 


E-mail:  gcifre@numistoria.com 
http://www.numistoria.com 
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r INTERNATIONAL  BOND  & SHARE  SOCIETY  =j 

Founded  1978  for  the  encouragement  of  Scripophily 


The  Directory 

A Membership 
and  Dealer 
directory,  with 
full  listings  for 
the  U.S.A.,  .> 

U.K.,  Germany 
and  40  other 
countries. 
Published 

annually 


Scripophily 

A quarterly 

magazine  with 
40+  illustrated 
pages  of  U.S., 
European  & 
world  news, 
research, 
auctions, 


and  a diary  of 
coming  events. 


Meetings 

London,  England  • Strasburg,  Pennsylvania 
Memphis,  Tennessee  • Toronto,  Canada 
Johannesburg,  South  Africa 


FOR  INFORMATION 


U.S.A. 

Richard  T.  Gregg 
1 5 Dyatt  Place 
Hackensack,  NJ  07601-6004 
Tel:  (+1)  201  489  2440 
Fax:  (+1)  201  592  0282 
President@scripophily.org 

REST  OF  THE  WORLD 

Peter  Duppa-Miller 

Beechcroft 

Combe  Hay 

Bath  BA2  7EG,  UK 

Tel:  (+44)/(0)  1225  837271 

Fax:  (+44)/(0)  1225  840583 

Chairman@scripophily.org 

www.scripophily.org 


Fantastic  New  American 
Rarities  Web  Page 

http://community.webshots.com/user/jaygould  1 00 

Hundreds  of  the  Best  are  there-or  will  he  added  soon!! 
Railroads, Mining,  Telegraph-Telephone,  Autos,  Oils, 
Letters — Jay  Gould, Vanderbilts,  George  Washington,  etc. 

This  is  a permanent  address  Check  it  out  every  month  for 
inexpensive  items  as  well  as  the  very  rarest  and  best!!! 

Also  Auctions  for  the  BEST  Rarities. 

Save  this  AD  and  Web  address! 

Also  Buying  Nice  and  Unusual  Pieces!! 

n 

David  M.  Beach 

antiquestocks@cfl.rr.com 
P.O.  Box  471356 
Lake  Monroe,  Florida  32747 
407-688-7403 

Visit  Us  in  ORLANDO  by  DISNEYWORLD 


Take  advantage  of  your  Museum  membership 
at  the  Museum  Shop.  Members  receive  a 10%  discount 
on  all  purchases  at  28  Broadway,  or  online  at 
financialhistory.org.  Featured  in  Travel  & Leisure, 
the  Shop  offers  a wide  variety  of  financial  prints, 
books,  clothing,  jewelry,  and  souvenirs. 


Corporate  gifts  are  also  available. 


For  more  information,  or  to  place  an  order, 
call  the  Museum  Shop  at  212-908-4613 
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MUSEUM  0/ AMERICAN 
FINANCIAL  HISTORY 

In  association  with  the  Smithsonian  Institution 


The  Museum  of  American  Financial  History, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  is  located  at 
28  Broadway,  New  York  City. 

Hours:  10:00  a.m.  until  4:00  p.m. 
Tuesday-Saturday.  Donation  $2.00. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  begin  at  $1,000 

AND  INCLUDE  THE  FOLLOWING  BENEFITS: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Financial  History/Smithsonian 
Affiliate  Membership 

For  information,  please  contact  Development  Director 
Jenny  Hirschowitz  at  212-908-4604 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Financial  History,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels 
with  all  the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  in  Museum  Shops  and  on  Smithsonian  catalog  purchases 

• 10%  discount  at  SmithsonianStore.com 

• Discount  at  the  National  Air  & Space  Museum  Wright  Place  Restaurant 

• Affiliate  membership  card 

• Advance  notice  for  seminars  and  events  in  your  area 

• Eligibility  for  member-only  travel  tours 

• Free  admission  to  the  Cooper-Hewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  Flistory  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  “Museum  of  American  Financial  History, 
Membership  Department,  2 6 Broadway,  Room  947,  New  York,  NY  10004.  All  but  $44  of  your  contribution  is  tax-deductible. 


Smithsonian 
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WWW.FINANCIALHISTORY.ORG 


Our  Outstanding  Team  of  Experts  Can  Help  You 

Get  the  Most  for  Your  Collection 


You’ve  spent  years  putting  together  an  outstanding  collection,  and  now 
you  are  ready  to  sell.  Will  the  people  who  handle  the  disposition  of  your 
collection  know  as  much  about  it  as  you  do?  They  will  at  Smythe! 


Autographs;  Manuscripts;  Photographs; 
f International  Stocks  and  Bonds. 

Diana  Herzog  President,  R.M.  Smythe  & Co.,  Inc. 

BA.  University  ot  London;  MA,  New  York  University — 
Institute  ot  Fine  Arts.  Former  Secretary,  Bond  and  Share 
Society;  Past  President,  Manuscript  Society;  Editorial  Board. 
Financial  Hawn-  Board  Member:  PADA. 


U.S.  Federal  & National  Currency ; 
U.S.  Fractional  Currency;  Small  Size 
U.S.  Currency;  U.S.  MPC. 

Martin  Gengerke  Author  of  U.S.  Paper  Mono 

% Records  and  American  Numismatic  Auctions  as  well  as  numerous 

articles  in  Paper  Money  Magazine,  the  Essay  Proof  Journal  Bank  Note  Reporter 
and  Financial  History.  Winner  of  the  only  award  bestowed  bv  the  Numismatic 
Literary  Guild  for  excellence  in  cataloging,  and  the  1999  President’s  Medal 
from  the  American  Numismatic  Association.  Member:  ANA,  SPMC. 


Small  Size  U.S.  Currency;  Canadian 
Banknote  Issues;  U.S.  Coins. 


VI 

Scott  Lindquist  BA,  Minot  State  University. 
Business  Administration/Management.  Contributor  to  the 

Money  Records.  Professional  Numismatist  and  sole  proprietor 
of  I he  Coin  Cellar  for  16  years.  Life  Member:  ANA,  CSNS.  Member:  PCDA, 
FCCB,  SPMC. 


U.S.  Coins  and  Medals. 

Jay  Erlichman  Contributor  to  A Guide  Book  of 

U.S.  Coins  and  A Guide  Book  of  British  Coins.  Assembled  and 
managed  investment  portfolios  of  U.S.  coins.  Employed  by  the 
Federal  Irade  Commission  as  an  expert  witness  on  consumer 
fraud.  Member:  ANA.  PCGS,  NGC. 


Why  do  so  many  collectors  and  major 
dealers  consign  to  Smythe’s  Auctions? 
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’ Competitive  commission  rates 

• Expert  staff  ot  numismatic  specialists 

• Flexible  terms 

• Record  breaking  prices 


• Cash  advances  available 
Thoroughly  researched 
and  beautifully  illustrated 
catalogues 


Antique  Stocks  and  Bonds; 

U.S.  Coins;  Paper  Money. 

STEPHEN  GOLDSMITH  Executive  Vice  President, 
R.M.  Smythe  & Co..  Inc.  BA,  Brooklyn  College.  Contributor 
to  Paper  Money  of  the  United  States.  Collecting  U.S.  Obsolete 
Currency.  Financial  History  and  Smart  Money.  Editor,  An 
Illustrated  Qttalogue  ofEitrly  North  American  Advertising  Notes;  Past  President 
and  Board  Member,  Professional  Currency  Dealers  Association.  Member: 
PCDA,  ANA,  SPMC,  IBSS,  New  England  Appraisers  Association. 

fl  t Ancient  Coins  and  Medals. 

John  Lavender  ba,  University  ot  Georgia, 

Classical  History.  Former  Managing  Director  at  Atlantis,  Ltd. 
Former  Numismatist  and  Web  Media  Manager  at  Classical 
Numismatic  Group.  Inc.  Specialist  in  Ancient  Coinages  and 
related  Numismatic  Literature.  Owner,  NUM_LIT-L.  and 
Moneta.org.  Member:  ANA,  ANS. 

MUM  Ancient  Coins  and  Medals. 

J David  Vagi  BA.  University  ot  Missouri — Columbia. 

Author  ot  Coinage  and  History  of  the  Roman  Empire ; columnist 
■Jm  tor  l he  Cehtor ; Numismatic  News,  and  World  Coin  News. 

Editor  ot  the  Journal  for  the  Society  for  Ancient  Numismatics; 

* twice  received  the  Numismatic  Literary  Guilds  "Best  Column” 

aw;  ird.  A recipient  ot  the  American  Numismatic  Associations  Heath  l.iterarv 
Award  and  the  Presidential  Award.  Member:  ANA,  ANS. 
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W'e  buy  sell,  and  auction  the  very  best  in  Antique  Stocks  and  Bonds, 
Autographs,  Banknotes,  Coins,  Historic  Americana,  and  Vintage  Photography 

26  Broadway,  Suite  973,  New  York,  NY  10004-1703 
tki  : 2 1 2-943- 1 880  toll  free:  800-622- 1 880  fax:  2 1 2-908-4670 

e-mail:  info@smytheonline.com 
internet:  smytheonline.com 
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Stephen  Goldsmith 
Scott  Lindquist 


STREET  OF  DREAMS 

BOULEVARD  OF  BROKEN  HEARTS 


Wall  Street’s  First  Century 


‘An  elegantly  crafted,  smoothly-narrated  history  of  Wall 
Street  from  its  birth  through  its  early  adulthood.  Rich  in 
detail,  shrewd  in  judgement,  it  brings  alive  for  both  the 
general  reader  and  the  specialist  the  individuals  and 
the  larger  forces  that  have  shaped  the  modern  heart 
of  global  finance.” 

Richard  Parker,  the  Joan  Shorenstein  Center  on  the 
Press,  Politics  and  Public  Policy,  Harvard  University, 
John  F.  Kennedy  School  of  government 


‘In  this  insightful  history,  Howard  Wachtel  shows  how, 
from  its  origins  in  the  late  18th  century  until  the  early 
20th  century,  Wall  Street  attained  and  applied  the 
enormous  political  and  economic  power  that  it  still 
wields  today.” 

William  Lazonick,  Distinguished  Research  Professor, 
INSEAD  and  University  Professor,  UMass  Lowell 


We  hear  about  it  all  the  time.  But  what  is  Wall  Street? 
Howard  Wachtel  tells  us  what  it  is,  why  it  is  important, 
how  it  affects  us-and  how  it  always  has.  And  he  does 
it  elegantly  ...  A good  read.” 

Jeffrey  Madrick,  editor  of  Challenge  Magazine,  author, 
and  columnist  for  The  New  York  Times 


Wall  Street’s  first  century 
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